reds ter 


TUESDAY,  NOVEMBER  5,  1974 
WASHINGTON,  D.C. 


SMALL  BUSINESS 
ADMINISTRATION 


SMALL  BUSINESS 
INVESTMENT 
COMPANIES 

Accounting  Guidelines 


39192 


RULES  AND  REGULATIONS 


Title  13 — Business  Credit  and  Assistance 

CHAPTER  1— SMALL  BUSINESS 
ADMINISTRATION 

[Arndt.  1  (Rev.  5)] 

PART  107— SMALL  BUSINESS  INVEST¬ 
MENT  COMPANIES  ACCOUNTING 
GUIDELINES 

On  June  3,  1974,  notice  of  proposed 
rulemaking  was  published  in  the  Federal 
Register  (39  FR  19662-19760)  concern¬ 
ing  the  revised  accounting  guidelines  (by 
amending  §§  107.1,  107.202(c),  107.203 
(d),  and  107.1102(e)  as  well  as  by  add¬ 
ing  Appendices  A,  B,  and  C  to  Part  107 
of  the  regulations).  Interested  persons 
were  invited  to  submit  written  comments 
on  or  before  June  28,  1974.  After  consid¬ 
ering  the  comments  received,  the  pro¬ 
posed  accounting  guidelines  are  being 
adopted  with  certain  modifications,  as 
set  forth  below. 

Effective  date.  Amendment  1  to  Re¬ 
vision  5  shall  be  effective  December  1, 
1974.  Therefore,  Annual  Reports,  BBA 
Form  468,*  for  fiscal  years  ended  after 
November  30,  1974,  will  be  prepared  and 
submitted  to  the  Small  Business  Admin¬ 
istration  (SBA)  in  accordance  with  the 
revised  accounting  guidelines. 

Information.  The  Audit  and  Examina¬ 
tion  Guide  for  Small  Business  Invest¬ 
ment  Companies  and  the  Instructions  for 
the  preparation  of  Financial  Report,  SBA 
Form  468,  prior  to  the  current  revision 
were  issued  as  Appendices  1  and  2,  re¬ 
spectively,  to  Part  107  of  the  SBA  regula¬ 
tions.  The  System  of  Account  Classifica¬ 
tions  was  issued  as  Part  111  of  SBA  regu¬ 
lations.  Revision  5  of  Part  107  of  the  SBA 
regulations  prior  to  this  amendment,  did 
not  include  Appendices  1  and  2,  and  Part 
111  of  the  SBA  regulations  was  repealed, 
effective  November  7,  1973. 

The  amendments  contained  herein  in¬ 
corporate,  (a)  the  Audit  Guide  for  Small 
Business  Investment  Companies,  (b) 
Guide  for  the  Preparation  of  the  Annual 
Report  (SBA  Form  468),  and  (c)  System 
of  Account  Classification,  as  Appendices 
A,  B,  and  C,  respectively,  to  Part  107  of 
the  SBA  Regulations.  Accordingly,  the 
following  sections  of  the  regulations  are 
being  amended  to  reflect  the  addition  of 
the  revised  guidelines  as  Appendices  to 
Part  107  of  the  SBA  regulations. 

1.  Sections  107.1  and  107.1102(e)  have 
been  amended  to  include  the  accounting 
guidelines  as  appendices  to  Part  107  of 
SBA  regulations. 

2.  Section  107.202(c)  has  been  amended 
to  clarify  the  method  of  determining 
“total  funds  available  for  investment” 
based  on  the  revised  Statement  of  Finan¬ 
cial  Position. 

3.  Section  107.203(d)  has  been 
amended  to  redefine  “capital  impair¬ 
ment”  based  on  the  revised  accounting 
guidelines. 

The  Guidelines  have  been  revised  to 
accomplish  the  following  objectives: 

1.  While  adhering  to  the  legislative  and 
regulatory  requirements  of  the  8BIC  Pro¬ 
gram.  (a)  Implement  the  accounting  and  re¬ 
porting  practices  expressed  by  the  American 


1  Filed  as  part  of  theorlglnal  document. 


Institute  of  Certified  Public  Accountants  In 
their  Industry  audit  guide,  “Audits  of  In¬ 
vestment  Companies”  (1973)  and  (b)  change 
certain  accounting  policies  so  as  to  bring 
the  prescribed  policies  more  in  accordance 
with  generally  accepted  accounting  practices, 

2.  Restructure  the  Annual  Report,  SBA 
Form  468,  by  separating  the  financial  state¬ 
ments  from  the  supporting  data,  and 

3.  Update  the  accounting  system  to  reflect 
recent  accounting  and  program  changes. 

In  addition,  several  less  significant 
changes  throughout  have  been  made. 

Accounting  policies.  As  a  general  rule. 
Licensees  are  to  follow  generally  accepted 
accounting  principles.  The  accounting 
guidelines  identify  some  of  the  more  sig¬ 
nificant  accounting  principles  and  re¬ 
porting  practices  Licensees  are  to  follow 
(Appendix  C) .  Changes  include  the  basis 
of  accounting  and  reporting  loans  and 
Investments  as  well  as  practices  of  realiz¬ 
ing  gain  on  securities  transactions. 

Loans  and  investments  are  to  be  re¬ 
ported  on  the  value  basis,  rather  than 
the  cost  basis  with  a  reserve  for  losses. 
The  adoption  of  value  accounting  specifi¬ 
cally  does  not  take  away  the  Licensee's 
prerogative  of  establishing  a  reserve  for 
loss  on  loans  and  investments,  either  for 
accounting  or  tax  purposes  (See  section 
586  of  the  Internal  Revenue  Code) . 
Rather,  under  value  accounting,  all 
measurable  components  of  valuation  are 
to  be  considered,  a  practice  broader  in 
scope  than  accounting  for  loans  and  in¬ 
vestments  at  cost,  with  a  reserve  for 
losses.  Such  valuations,  however,  are  es¬ 
timates  only  and  when  determining  re¬ 
sults  of  operations,  separate  but  parallel 
measurements  of  realized,  and  change  in 
unrealized  activities,  are  required. 

Provisions  for  losses  on  loans  and  in¬ 
vestments  are  included  in  the  change  in 
unrealized  depreciation  as  reflected  in 
the  Statement  of  Unrealized  Gain  (Loss) 
on  Securities  Held.  Previously,  such  pro¬ 
visions  were  reflected  in  the  Statement 
of  Operations  as  an  Expense.  Reserves 
for  losses  on  loans  and  investments  are 
the  accumulation  of  provisions  previously 
made  and  essentially  comprise  unrealized 
depreciation.  Previously,  such  reserves 
were  used  to  absorb  losses  realized  on 
loans  and  investments. 

When  securities  are  sold,  the  entire 
gain  or  loss  is  reflected  as  realized  and 
the  previously  recognized  unrealized  gain 
or  loss  will  be  reversed.  The  “realization 
process”  is  one  of  reclassifying  as  realized 
that  which  has  been  previously  recog¬ 
nized  as  unrealized.  Accordingly,  the 
overall  effect  of  the  realization  process 
on  results  of  operations  will  be  minimal 
since  the  measurement  of  results  of  op¬ 
erations  encompasses  both  realized  op¬ 
erations  and  change  in  the  unrealized 
gfl.in  or  loss  on  securities  held. 

When  value  accounting  is  adopted  (to 
avoid  double  charge  for  losses)  the  Li¬ 
censee  will  have  to  restore  reserves  for 
losses  on  loans  and  investments  to  “re¬ 
tained  earnings”  and  establish  such  re¬ 
serves  as  unrealized  depreciation. 

With  respect  to  realizing  gain  or  secu¬ 
rities  transactions,  gains  will  be  realized 
when  securities  are  sold,  rather  than  at 
the  time  of  collection.  Accordingly,  the 
installment  method  of  accounting  for 


securities  transactions,  previously  an  al¬ 
ternate  accounting  method,  will  no 
longer  be  applicable.  In  those  transac¬ 
tions  where  part  of  the  net  sales  price  is 
other  than  cash,  SBIC  program  policy 
requires  the  cost  recovery  method  to  be 
applied  in  determining  when  the  gain  is 
collected. 

Frequently,  Licensees  acquire  securi¬ 
ties  of  the  same  class  from  an  investee  at 
different  prices  and  subsequently  sell  a 
portion  of  the  holdings.  In  such  cases,  the 
effect  of  using  the  “specific  identity 
method”  may  be  “profits  management” 
where  the  results  deviate  significantly 
from  the  “average  cost  method”.  Accord¬ 
ingly,  the  preferable  method  of  deter¬ 
mining  cost  of  such  securities  sold  is  the 
average  cost  method,  notwithstanding 
that  the  specific  identity  method  of  cost¬ 
ing  securities  sold  is  permitted  for  ac¬ 
counting  and  tax  purposes. 

The  accounting  treatment  for  the  “in¬ 
terest  subsidy"  on  301(d)  Licensee  de¬ 
bentures  has  been  modified.  The  interest 
subsidy  will  be  treated  as  a  contingent 
item  until  a  determination  is  made  that 
a  distribution  will  occur.  When  such  de¬ 
termination  is  made,  a  liability  will  be 
established  for  the  cumulative  interest 
subsidy  which  amount  will  be  treated  as 
an  expense  of  the  period. 

Audit  Guide  for  Small  Business  Invest¬ 
ment  Companies — Appendix  A.  The 
Audit  Guide  is  designed  to  assist  the  ac¬ 
countant  in  those  areas  that  are  distinc¬ 
tive  in  the  SBIC  Program,  and  does  not 
attempt  to  identify  specific  procedures  to 
be  followed  in  the  examination.  Accord¬ 
ingly,  the  accountant  will  follow  general¬ 
ly  accepted  auditing  standards  in  per¬ 
forming  the  audit. 

The  report  is  to  be  a  short-form  re¬ 
port  as  illustrated  in  the  audit  guide 
rather  than  the  long-form  special  type 
report  previously  required. 

The  audit  is  to  be  an  examination  of 
the  Licensee’s  financial  statements.  Ac¬ 
cordingly,  the  statements  contained  in 
the  Financial  Report,  Part  I  of  SBA 
Form  468,  will  be  the  basis  of  the  ac¬ 
countant’s  opinion.  The  opinion  is  not 
expected  to  be  extended  to  the  schedules 
contained  in  the  Management  Report, 
Part  n  of  SBA  Form  468,  as  previously 
required. 

Guide  for  Preparation  of  Annual  Re¬ 
port — Appendix  B.  The  Guide  is  in¬ 
tended  to  illustrate  how  the  Annual  Re¬ 
port,  SBA  Form  468,  is  to  be  prepared 
and  the  source  of  the  information  re¬ 
ported.  Although  the  format  of  the  An¬ 
nual  Report  is  standard,  Licensees  are 
expected  to  include  only  those  statements 
and  schedules  that  pertain  to  their 
operations. 

The  SBA  Form  468  has  been  restruc¬ 
tured  to  be  a  two-part  report: 

Part  I — Financial  Report,  and 
Part  II — Management  Report. 

The  purpose  of  a  two-part  report  is  to 
distinguish  between  the  primary  finan¬ 
cial  information,  and  the  supporting 
analytical  data. 

The  Financial  Report  contains  the 
financial  statements  as  audited  by  the 
Licensee’s  Independent  accountant,  the 
accountant’s  report,  schedule  of  loans 
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and  investments,  and  notes  to  the  finan¬ 
cial  statements.  The  schedule  of  loans 
and  Investments  is  to  be  covered  by  the 
auditor’s  opinion.  This  requirement  is 
consistent  with  generally  accepted  ac¬ 
counting  practices.  It  should  be  noted 
that  the  format  of  financial  statements 
is  significantly  different  from  those 
previously  required.  Such  changes  result 
primarily  from  accounting  and  reporting 
practices  recently  expressed  by  the 
American  Institute  of  Certified  Public 
Accountants  in  its  industry  audit  guide. 
The  Management  Report  is  designed 
to  present  analytical  data  ior  evaluation 
of  the  Licensee’s  operations  on  a  func¬ 
tional  basis.  Accordingly,  the  format  of 
the  report  is  designed  primarily  to  pro¬ 
vide: 

1.  An  overview  of  the  Licensee's  operations, 

2.  An  analysis  of  unrealized  gain  (loss)  on 
securities  held, 

3.  Activity  and  status  of  loans  and  invest¬ 
ments,  and 

4.  Other  data. 

The  report  is  essentially  comprised  of 
schedules  (pages  6  through  20)  of  the 
SBA  Form  468  as  previously  required. 
Measurement  of  the  activity  and  status 
of  loans  and  investments  remains  essen¬ 
tially  the  same  as  previously  required. 
Certain  modifications,  however,  have 
been  made  with  respect  to  classifications 
of  loans  and  investments.  A  new  require¬ 
ment  is  on  Analysis  of  Unrealized  Gain 
(Loss)  on  Securities  Held.  Finally,  a  dis¬ 
cretionary  addition  to  the  report  is  an 
overview  of  the  licensee’s  operations. 

The  overview  is  intended  to  be  a  brief 
(two  or  three  page)  summary  highlight¬ 
ing  significant  information  that  is  not 
available  to  SBA,  or  is  an  interpretive 
analysis  of  specific  data  contained  else¬ 
where  in  the  report.  It  is  not  intended  to 
be  a  narrative  of  the  Licensee’s  opera¬ 
tions  of  unlimited  scope.  The  tone  and 
style  of  the  overview  is  expected  to  be 
similar  to  management's  letter  to  stock¬ 
holders  in  a  corporate  annual  report.  Al¬ 
though  routine  disclosure  of  such  infor¬ 
mation  is  in  the  best  interest  of  Li¬ 
censees,  inclusion  of  the  overview  in 
the  Management  Report  is  at  the  li¬ 
censee’s  discretion. 

System  of  Account  Classification — Ap¬ 
pendix  C.  The  system  of  accounts  re¬ 
mains  basically  unchanged.  A  brief 
statement  of  accounting  principles  has 
been  added.  Also,  several  accounts  have 
either  been  added  or  deleted  to  reflect 
recent  changes  in  the  program  as  well 
as  changes  in  accounting  principles  and 
reporting  practices. 

Dated:  October  18, 1974. 

Louis  F.  Latin, 
Acting  Administrator. 

Pursuant  to  authority  of  section  308 
(c)  of  the  Small  Business  Investment 
Act  of  1958  (Act),  15  U5.C.  687,  Part 
107  of  Chapter  I,  Title  13  of  the  Code  of 
Federal  Regulations  is  amended  as  fol¬ 
lows: 

1.  The  table  of  contents  is  amended  to 
add  Appendices  A,  B,  and  C  as  follows: 

Appendix  A — Audit  Guide  for  SBICs. 

Appendix  B — Guide  for  the  preparation  of 
the  Annual  Report,  SBA  Form  408. 


RUIES  AND  REGULATIONS 

Appendix  C — System  of  Account  Classifica¬ 
tion. 

2.  Section  107.1  is  revised  to  read  as 
follows: 

§  107.1  Scope  of  Part  107. 

The  regulations  in  this  part  Implement 
the  Small  Business  Investment  Act  of 
1958,  as  amended.  All  Licensees,  includ¬ 
ing  section  301(d)  Licensees,  must  com¬ 
ply  with  all  applicable  regulations  and 
appendices.1 

3.  Paragraph  (c)  of  5  107.202  is  revised 
to  read  as  follows: 

§  107.202  Leverage  in  excess  of  two 

hundred  percent. 

•  •  *  • .  • 

(c)  The  term  “total  funds  available 
for  investment”  shall  mean  ninety  per¬ 
cent  of  the  sum  of  total  current  assets 
and  loans  and  investments  on  a  cost  basis 
net  of  current  maturities.  (Based  on  the 
Statement  of  Financial  Position,  “total 
current  assets”  is  the  aggregate  of  lines 
14  through  23  and  “loans  and  invest¬ 
ments  on  a  cost  basis  net  of  current  ma¬ 
turities”  is  line  10,  column  1  less  line  11.) 
Venture  Capital  investments  shall  be 
valued  on  the  same  basis  as  Licensee’s 
assets  comprising  its  “total  funds  avail¬ 
able  for  investment”.  A  financing  carried 
as  Assets  Acquired  in  Liquidation  of 
Portfolio  Securities  or  Operating  Con¬ 
cerns  Acquired  which  originally  qualified 
as  Venture  Capital  shall  retain  the  Ven¬ 
ture  Capital  qualification. 

4.  Paragraph  (d)  of  §  107.203  is  re¬ 
vised  to  read  as  follows: 

§  107.203  SBA  purchase,  sale,  or  guar¬ 
anty  of  securities  evidencing  lever¬ 
age;  events  of  default. 

*  •  ♦  *  • 

(d)  In  addition  to  the  events  of  default 
set  forth  in  paragraph  (b)(6)  of  this 
section,  capital  impairment  occurring 
after  November  7, 1973,  shall  also  consti¬ 
tute  an  event  of  default  if  Licensee  fails 
to  give  SBA  prompt  written  notice  as 
soon  as  it  knows  or  should  reasonably 
have  known  thereof,  or  if,  following  such 
notice,  Licensee  fails  to  cure  the  impair¬ 
ment  within  time  limits  set  by  SBA  in 
writing.  In  either  such  event,  SBA  may, 
in  its  discretion,  by  written  notice  de¬ 
clare  the  entire  indebtedness  of  the 
Licensee,  issued  to,  held  or  guaranteed 
by  SBA,  immediately  due  and  payable. 
Capital  impairment  shall  be  deemed  to 
exist  when  the  Undistributed  Realized 
Earnings  Deficit  (lines  47  and  48  of  the 
Statement  of  Financial  Position)  of  a 
section  301(d)  Licensee  exceeds  one  hun¬ 
dred  percent,  or  that  of  any  other  Li¬ 
censee  exceeds  fifty  percent  of  Private 
Capital.  Treasury  stock  shall  be  deducted 
from  paid-in  capital  stock  and  paid-in 
surplus  in  determining  Private  Capital. 
Where  unrealized  appreciation  is  not  suf¬ 
ficient  to  offset  unrealized  depreciation 

1The  accounting  guidelines  for  SBICs  in¬ 
clude  Audit  Guide  for  SBICs.  Guide  for  the 
Preparation  of  the  Annual  Report,  SBA  Form 
468,  and  the  System  of  Account  Classifica¬ 
tion,  and  are  set  forth  as  Appendices  A,  B, 
and  C  to  these  regulations. 
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on  loans  and  investments,  the  resulting 
Unrealized  Loss  on  Securities  Held  (line 
46  of  the  Statement  of  Financial  Posi¬ 
tion)  will  be  added  to  Undistributed 
Realized  Earnings. 

5.  Paragraph  (e)  of  5  107.1102  Is  re¬ 
vised  to  read  as  follows: 

§  107.1102  Records  and  reports. 

•  *  •  •  • 

(e)  Filing  of  SBA  Form  468.  Each  Li¬ 
censee  shall  submit  to  SBA,  at  the  end 
of  each  fiscal  year,  a  report  containing 
financial  statements  for  the  fiscal  year 
(Part  I  of  SBA  Form  468)  as  well  as  man¬ 
agement  information  (Part  n  of  SBA 
Form  468.)  When  requested  by  SBA,  in¬ 
terim  reports  may  be  required,  i.e.,  finan¬ 
cial  statements  and/or  management  in¬ 
formation.  The  reports  are  to  be  pre¬ 
pared  in  accordance  with  Appendix  B, 
Guide  for  the  Preparation  of  the  An¬ 
nual  Report,  SBA  Form  468,  which  is 
equally  applicable  to  interim  reports,  and 
shall  be  filed  on  the  prescribed  form,  in 
triplicate,  with  the  Investment  Division, 
SBA,  on  or  before  the  last  day  of  the 
month  immediately  following  the  end  of 
the  reporting  period  (in  the  case  of  in¬ 
terim  reports) ,  and  on  or  before  the  last 
day  of  the  third  month  following  the  end 
of  the  reporting  period  (in  the  case  of 
the  Annual  Report) .  The  financial  state¬ 
ments  contained  in  the  Annual  Report 
will  be  examined  by  the  Licensee’s  SBA- 
approved  independent  public  accountant 
in  accordance  with  Appendix  A,  Audit 
Guide  for  Small  Business  Investment 
Companies.  The  1940  Act  Companies 
should  refer  to  the  rules  of  the  Securities 
and  Exchange  Commission  for  the  re¬ 
ports  to  be  filed  with  SEC. 

*  *  •  *  * 

6.  Appendix  A — Audit  Guide  for  Small 
Business  Investment  Companies  is  added 
and  reads  as  follows. 

Appendix  A — Audit  Guide  for  Small 
Business  Investment  Companies 

I.  Introduction. 

A.  Statement  of  policy. 

B.  Purpose  of  the  Guide. 

C.  AICPA  and  SBA  Audit  Guides  relation¬ 
ships. 

II.  Small  Business  Investment  Company  ' 
Industry. 

A.  History  and  nature. 

B.  Regulations  and  procedural  releases. 

C.  Accounting  system. 

III.  Accounting  policies  and  practices. 

A.  General. 

B.  Reporting  entity. 

1.  Equity  method  of  accounting  for  Invest¬ 
ments  in  common  stock. 

2.  Policy  or.  consolidated  financial  state¬ 
ments. 

IV.  Reporting  requirements. 

A.  Annual  Financial  Report. 

B.  Reporting  irregularities. 

C.  Regulated  investment  companies. 

D.  Special  Management  Reports. 

V.  Qualification  and  selection  of  Auditor. 

A.  Qualification  of  accountants. 

B.  Independence. 

C.  Selection  of  the  Auditor. 

VI.  Scope  of  audit. 

VII.  Loan  and  Investment  accounts. 

A.  Investment  objectives  and  policies. 

B.  Federal  Income  Tax  provisions  affecting 
investment  accounts. 

-  C.  Record  keeping  requirements  relating  to 
Investment  activity. 
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D.  Custody  of  securities. 

E.  Valuation  of  securities. 

F.  Audit  procedures. 

VIII.  Capital  accounts. 

A.  Three  percent  cumulative  preferred 
stock. 

B.  Unrealized  gain  (loss)  on  securities  held. 

C.  Undistributed  realized  earnings. 

IX.  Other  accounts. 

A.  Compensating  balances. 

B.  Taxes. 

C.  Reserve  for  guarantees. 

D.  Notes  and  debentures  payable  to  or 
guaranteed  by  SBA.  .  « 

X.  FideUty  Bond. 

A.  Need  for  Bond. 

B.  Type  of  Bond. 

C.  Minimum  coverage. 

D.  Cancellation  and  claims  by  the  Licensee. 

E.  Licensees  regulated  under  Investment 
Company  Act  of  1940. 

XI.  Financial  statements. 

A.  Statement  of  Financial  Position. 

B.  Computation  of  Retained  Earnings  for 
regulatory  purposes. 

C.  Statement  of  Undistributed  Realized 

Earnings. 

D.  Statement  of  Operations  Realized. 

E.  Statement  of  Unrealized  Gain  (Loss)  on 
Securities  Held. 

F.  Statement  of  Change  in  Financial  Posi¬ 
tion. 

O.  Statement  of  Realized  Gain  (Loss)  on 
Sale  of  Securltiea 

H.  Statement  of  Commitments  and  Guar¬ 
antees. 

I.  Schedule  of  Loans  and  Investments. 

J.  Notes  to  Financial  Statements. 

XII.  Independent  Accountant’s  Report. 

A.  Report  format. 

B.  Accountant’s  opinion. 

C.  Accountant’s  report  Illustrated. 
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I.  INTRODUCTION 

A.  Statement  of  policy.  The  Independent 


and  auditing  procedures  set  forth  In  the  In¬ 
vestment  Company  Audit  Guide  issued  by 
the  AICPA  ( AICPA  Audit  Guide)  are  In¬ 
tended  to  apply  to  all  Investment  companies; 
the  AICPA ’s  guide  was  written  primarily  for 
the  guidance  of  auditors  of  mutual  funds 
and  closed-end  companies  registered  with  the 
Securities  and  Exchange  Commission  under 
the  Investment  Company  Act  of  1940,  as 
amended  (the  40  Act).  The  AICPA’s  Guide 
recognized  that  several  types  of  Investment 
companies  exist  and  that  SBICs  and  venture 
capital  companies  are  unique  in  many  funda¬ 
mental  respects.  Accordingly,  Appendix  E 
of  the  AICPA’s  Guide  highlights  several  of 
these  characteristics.  The  SBA  Audit  Guide 
for  SBICs  is  intended  to  deal  more  specifically 
with  areas  that  are  unique  to  SBICs. 

The  auditor  should  recognize  that  the  fi¬ 
nancial  statement  presentation  of  the 
AICPA’s  Guide  differs  in  certain  respects 
from  the  requirements  of  the  SBA  Guide. 
Such  differences  occur  because  the  AICPA’s 
Guide  Is  broad  In  scope  and  applies  to  all 
types  of  Investment  companies,  whereas  the 
SBA's  Guide  is  narrow  in  scope  and  applies 
to  a  specific  type  of  Investment  company,  ie., 
SBICs  most  of  which  are  not  registered  with 
the  SEC  under  the  40  Act.  Accordingly,  the 
Auditor  Is  expected  to  follow  the  require¬ 
ments  of  the  SBA  Guide,  and  related  Instruc¬ 
tions. 

II.  SMALL  BUSINESS  INVESTMENT  COMPANY 
INDUSTRY 

A.  History  and  nature.  In  1958,  Congress 
established  the  Small  Business  Investment 
Company  program.  SBICs  are  privately 
owned,  SBA  licensed  and  regulated  com¬ 
panies  whose  primary  purpose  is  to  provide 
equity  capital  and  long-term  financing  to 
small  firms  for  the  sound  financing  of  their 
business  operations  and  for  their  growth,  ex¬ 
pansion  and  modernization.  SBICs  may  also 
provide  management  assistance  to  small 
business  concerns. 

For  the  purposes  of  the  SBIC  program,  a 
concern  is  considered  small  on  one  of  two 
bases:  (1)  Its  assets  do  not  exceed  $7.5  mil- 


disadvantages.  These  special  licensees  were 
legislatively  recognized  by  the  1972  Amend¬ 
ments  to  the  Act  and  are  now  designated  as 
•'301(d)  licensees.”  Pursuant  to  these 
Amendments,  SBA  may  purchase  cumulative, 
nonvoting  preferred  stock  of  a  301(d)  li¬ 
censee  and  may  also  purchase  or  guarantee 
a  301(d)  licensee’s  debentures,  subject  to 
certain  specified  restrictions  as  to  the  total 
amount  of  such  securities  which  may  be 
purchased  and  outstanding  at  any  one  time. 

In  addition  to  being  regulated  by  SBA, 
certain  licensees  are  registered  with  the  SEC 
under  the  40  Act  and,  accordingly,  are  sub¬ 
ject  to  regulation  by  SEC  as  well  as  SBA. 

Licensees  are  different  from  other  types  of 
investment  companies,  particularly  mutual 
funds.  Licensees  provide  funds  directly  to 
the  small  business  concern  rather  than  buy¬ 
ing  their  securities  for  Investment  in  the 
market  place.  Licensees  usually  become  fi¬ 
nancial  partners  with  the  small  business 
concern  in  the  sense  that  there  is  a  working 
relationship  between  the  investor  and  the 
investee.  Investments  are  often  made  in 
packages  (combinations  of  debt,  convertible 
issues,  warrants,  preferred  and  common 
stock)  and  involve  rights  not  normally  as¬ 
sociated  with  traditional  securities  (right 
of  Inspection,  attendance  at  board  meetings, 
first  refusals  on  financing,  etc.).  Finally, 
licensee’s  financings  are  usually  of  a  long¬ 
term  or  equity  nature,  which  restricts  the 
marketability  of  such  Investments. 

B.  Regulations  and  procedural  releases. 
Part  107  ol  SBA  rules  and  regulations  Im¬ 
plements  the  Small  Business  Investment 
Act  of  1958,  as  amended,  and  applies  to 
licensees. 

Included  in  part  107  of  SBA  Regulations 
are  three  appendices: 


Appendix:  Title 

A _  Audit  Guide  for  SBICs. 

B _  Guide  for  the  Preparation  of 

the  Annual  Report,  SBA 
Form  468. 

C _  System  of  Account  Classifica¬ 

tions  for  SBICs. 


public  accountant  engaged  to  examine  the 
financial  statements  of  a  Small  Business  In¬ 
vestment  Company  (SBIC)  is  responsible  to 
insure  that  the  audit  is  made  in  accordance 
with  generally  accepted  auditing  standards 
as  expressed  by  the  American  Institute  of 
Certified  Public  Accountants  (AICPA).  The 
auditor  will  also  follow  the  provisions  of  this 
Guide  as  well  as  the  Audit  Guide  for  Invest¬ 
ment  Companies  Issued  by  the  AICPA  in 
September  1973  to  be  effective  December  31, 
1974. 

In  carrying  out  the  stated  policies  of  SBA, 
and  specifically  the  SBIC  program,  independ¬ 
ent  public  accountants  engaged  In  the  prac¬ 
tice  of  public  accounting  are  expected  to  par¬ 
ticipate  In  their  own  localities  In  the  audit 
program  of  SBICs. 

This  Audit  Guide  for  SBICs  (SBA  Audit 
Guide)  was  ^prepared  by  the  Small  Business 
Administration  (SBA) .  Any  Inquiries  or  com¬ 
ments  relating  to  the  examination  of  finan¬ 
cial  statements  of  SBICs  or  to  the  auditing 
and  reporting  procedures  should  be  directed 
to  the  Staff  Accountant,  Investment  Division, 
8mall  Business  Administration,  1441  L  Street, 
NW.,  Washington,  D.C.  20416. 

B.  Purpose  of  the  Guide.  The  SBA  Audit 
Guide  has  been  written  primarily  to  assist 
auditors  of  SBICs  in  performing  their  finan¬ 
cial  examination  by  focusing  on  matters  that 
are  unique  to  the  SBIC  program  and  the 
venture  capital  Industry.  It  should  be  noted 
that  this  Guide  la  not  Intended  to  be  a  sub¬ 
stitute  for  the  accountant’s  judgment  as  to 
the  work  required  to  meet  generally  accepted 
auditing  standards. 


lion,  Its  net  worth  Is  not  more  than  $2.5  mil¬ 
lion  and  its  most  recent  two-year  average 
income  after  taxes  does  not  exceed  $250,000; 
or  (2)  the  concern  qualifies  under  the  regu¬ 
lar  business  loan  size  standards  (Part  121  of 
the  SBA  rules  and  regulations.)  The  statu¬ 
tory  minimum  private  capitalization  of  an 
SBIC  (hereafter  referred  to  as  licensee)  Is 
$150,000.  SBA  may  require  higher  private  In¬ 
vestment,  depending  on  the  area  to  be  served 
and  the  prospect  for  sound  and  profitable 
operations. 

The  SBA  may  purchase  debentures  of  a 
licensee  to  augment  the  funds  available  to 
the  licensee  for  Investment  and  may  also 
guarantee  debentures  of  the  licensee  which 
are  issued  to  others.  Such  debentures, 
whether  purchased  or  guaranteed  by  the  SBA 
are,  unless  otherwise  determined  by  the 
SBA,  subordinated  and  may  have  terms  of 
up  to  15  years.  The  total  principal  amount 
of  outstanding  debentures  purchased  or 
guaranteed  by  the  SBA  and  Issued  to  any 
particular  licensee  may.  In  general,  not  ex¬ 
ceed  at  any  one  time  an  amount  equal  to 
twice  such  licensee's  paid-in  capital  and  paid- 
in  surplus  or  $15  million,  whichever  is  less. 
However,  licensees  speicalizing  In  venture 
capital  financing  and  capitalized  at  $500,000 
or  more  may  qualify  for  leverage  in  an 
amount  equal  to  three  times  their  capital  up 
to  an  aggregate  of  $20  million. 

Prior  to  the  1972  Amendments  to  the 
Small  Business  Investment  Act  of  1958,  SBA 
had  administratively  created  a  special  class 
of  licensee's  to  encompass  SBICs  which  were 
engaged  solely  in  financing  small  business 
concerns  owned  and  managed  by  persons 


In  addition  to  the  above  referenced  ap¬ 
pendices,  the  accountant  should  be  familiar 
with  Policy  and  Procedural  Release  No. 
2006  which  sets  forth  the  valuation  guide¬ 
lines  to  assist  licensees  in  valuing  their 
securities. 

C.  Accounting  system.  Under  Appendix  C 
to  Part  107  of  the  SBA  rules  and  regulations, 
(formerly  Part  111  of  the  SBA  rules  and  reg¬ 
ulations)  SBA  has  prescribed  a  standard  ac¬ 
counting  system  to  be  used  by  licensees. 

The  System  of  Account  Classification, 
which  is  on  the  accrual  basis,  accounts  for 
loans  and  investments  at  value.  By  design, 
the  system  Is  basic  and  can  be  expanded  to 
meet  the  needs  of  a  particular  licensee. 

Section  107.1102  of  the  SBA  rules  and  reg¬ 
ulations  provides  further  Instruction  con¬ 
cerning  preservation  of  records  and  other 
reporting  requirements. 

m.  ACCOUNTING  POLICIES  AND  PRACTICES 

A.  General.  As  a  general  rule,  accounting 
policies  followed  by  licensees  are  those  ex¬ 
pressed  by  the  American  Institute  of  CPA's  as 
generally  accepted  accounting  principles  and 
practices.  Certain  of  these  principles  and 
practices  are  prescribed  in  the  AICPA’s  audit 
guide.  The  System  of  Accounts  Classification 
(Appendix  C)  in  Item  II  identifies  particular 
accounting  policies  and  practices  licensees 
are  to  follow. 

B.  Reporting  entity.  The  auditor  should 
bear  In  mind  that  the  reporting  entity  being 
audited  is  the  licensee.  Those  securities  and 
assets  that  are  held  for  investment  are  to  be 
reported  on  the  fair  value  basis. 


C.  AICPA  and  SBA  Audit  Guide  relation-  whose  participation  in  the  free  enterprise  The  licensee  may  hold  an  Investment  in  a 
ships.  Although  the  accounting  principles  system  Is  hampered  by  social  or  eoonomlc  301(d)  licensee  and/or  have  a  wholly  owned 
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management  consulting  subsidiary.  Such  se¬ 
curities  would  not  be  considered  held  t or 
investment  but  are  considered  held  for  long¬ 
term  operating  purposes. 

1.  Equity  method  of  accounting  for  invest¬ 
ments  in  common  stock.  “Equity"  method  of 
accounting  for  Investments  in  common  stock 
Is  not  to  be  confused  with  the  “fair  value” 
method  of  reporting  portfolio  securities. 
Under  the  equity  method,  an  investor  Initi¬ 
ally  records  an  Investment  in  the  stock  at 
cost,  and  adjusts  the  carrying  amount  of 
the  Investment  to  recognize  the  Investor's 
share  of  the  earnings  or  losses  of  the  in¬ 
vestee  after  the  date  of  acquisition.  The 
amount  of  the  adjustment  is  included  in  the 
determination  of  net  income  by  the  Investor. 
Dividends  received  from  an  investee  reduce 
the  carrying  amount  of  the  Investment.  Ac¬ 
counting  Principles  Board  Opinion  No.  18 
issued  in  March  1971  by  the  AICPA  specifi¬ 
cally  does  not  apply  to  licensees  whether  or 
not  registered  under  the  Investment  Com¬ 
pany  Act  of  1940  as  explained  in  paragraph  2 
of  that  Opinion. 

The  AICPA  Audi*,  Guide  states  that  invest¬ 
ments  in  other  than  portfolio  securities 
which  meet  the  criteria  of  APB  Opinion  No. 
18  should  be  carried  on  the  equity  basis.  As 
applied  to  licensees,  this  would  only  apply 
to  investments  in  section  301(d)  licensees. 
In  those  cases  where  a  301(d)  licensee  is  a 
subsidiary  of  another  licensee,  such  subsid¬ 
iary  should  be  reported  as  an  unconsolidated 
subsidiary  by  the  parent  licensee. 

2.  Policy  on  Consolidated  Financial  State¬ 
ments.  Consolidated  Financial  Statements  are 
to  be  filed  with  SBA  only  where  the  licensee 
has  a  management  consulting  subsidiary. 
Under  SBA  Regulations,  management  con¬ 
sulting  subsidiaries  are  to  be  wholly  owned 
and  are  to  be  consolidated  with  the  licensee 
parent. 

Under  certain  circumstances,  a  licensee 
may  temporarily  own  more  than  50  percent 
equity  position  in  a  financed  concern.  Such 
Investments  are  to  be  reported  on  the  fair 
value  basis  and  classified  as  loans  and  in¬ 
vestments  rather  than  being  reported  on  a 
consolidated  basis  with  the  licensee. 

IV.  REPORTING  REQUIREMENTS 

A.  Annual  Financial  Report.  The  Small 
Business  Administration,  under  authority 
granted  by  the  Small  Business  Investment 
Act  of  1958,  as  amended,  ( 1958  Act)  requires 
licensees  to  have  their  financial  statements 
examined  annually  by  independent  publlo 
accountants  approved  by  SBA.  The  annual 
audit  shall  be  performed  as  of  the  close  of 
the  licensee’s  fiscal  year. 

Three  copies  of  the  accountant’s  report  in¬ 
cluding  the  Financial  Report  prepared  on 
forms  contained  in  Part  I,  SBA  Form  468, 
shall  be  submitted  to  SBA  by  the  licensee  as 
soon  as  practicable  after  completion  and  no 
later  than  the  last  day  of  the  third  month 
following  the  close  of  the  period  covered  by 
the  audit.  Attached  to  the  Inside  of  the 
back  cover  of  each  copy  of  the  audit  report 
should  be  a  copy  of  any  transmittal  letter, 
special  reports,  or  similar  communications 
furnished  to  the  licensee  by  the  auditor.  If 
adjusting  entries  are  furnished  to  the  li¬ 
censee  with  the  report,  they  should  be  sub¬ 
mitted  to  SBA. 

B.  Reporting  irregularities.  The  independ¬ 
ent  public  accountant  shall  promptly  inform 
a  responsible  official  of  the  licensee  and  the 
Deputy  Associate  Administrator  for  Invest¬ 
ments,  Investment  Division,  Small  Business 
Administration,  1441  L  Street,  NW„  Washing¬ 
ton,  D.C.  20416  concern'ng  apparent  defalca¬ 
tions  or  other  financial  Irregularities  that 
may  come  to  his  attention  in  connection  with 
his  examination.  Based  on  available  informa¬ 
tion,  he  will  indicate  the  nature  and  extent 
of  such  defalcations  or  other  irregularities. 


O.  Regulated  investment  companies.  Con¬ 
cerning  licensees  that  are  registered  with  the 
Securities  and  Exchange  Commission,  addi¬ 
tional  reports  are  required  by  SEC  which 
are  identified  In  Chapter  1  of  the  AICPA’s 
Audit  Guide.  It  should  be  noted  that  any  re¬ 
port  submitted  by  a  licensee  to  the  SEC  shall 
also  be  submitted  to  the  Investment  Division, 
Small  Business  Administration,  1441  L  Street, 
NW„  Washington,  D.C.  20416. 

D.  Special  Management  Reports.  Fre¬ 
quently,  the  Independent  public  accountant 
will  render  special  reports  to  the  licensee’s 
management.  Examples  are  reports  on  eval¬ 
uation  of  Internal  control  or  evaluation  of 
specific  portfolio  concerns.  A  copy  of  such 
reports  shall  also  be  promptly  submitted  by 
the  licensee  to  the  Investment  Division, 
Small  Business  Administration,  1441  L  Street, 
NW„  Washington,  D.C.  20416. 

V.  QUALIFICATION  AND  SELECTION  OF  AUDITOR 

A.  Qualification  of  accountants.  Any  pub¬ 
lic  accountant,  certified  or  licensed  by  a 
regulatory  authority  of  a  State  or  other  po¬ 
litical  subdivision  of  the  United  States,  who 
is  Independent  and  who  is  duly  authorized 
to  practice  as  a  public  accountant,  and  is 
in  good  standing  under  the  laws  of  the  State 
or  other  comparable  authority  in  which  so 
authorized,  may  t  e  considered  qualified  to 
render  an  opinion  as  an  independent  public 
accountant  on  behalf  of  a  licensee  whose 
office  is  located  in  such  State  or  Authority. 
Effective  December  31,  1975,  only  a  Certified 
Public  Accountant  may  be  considered  quali¬ 
fied  to  render  an  opinion  as  an  Independent 
public  accountant  on  behalf  of  a  licensee 
except  that  those  licensed  public  accountants 
who  have  received  their  licensee  on  or  before 
December  31,  1971,  will  also  be  considered 
similarly  qualified. 

B.  Independence.  Accountants  approved 
by  SBA  as  auditors  of  a  licensees  are  to  follow 
the  code  of  professional  ethics  adopted  by 
the  American  Institute  of  CPA’s.  In  deter¬ 
mining  whether  an  accountant  may  in  fact 
be  not  independent  with  respect  to  a  par¬ 
ticular  licensee,  SBA  will  give  appropriate 
consideration  to  all  relevant  circumstances, 
including  evidence  bearing  on  relationships 
between  the  accountant  and  such  licensee 
or  any  affiliate  thereof. 

Accordingly,  an  accountant  or  a  firm  of 
which  he  is  a  partner  or  shareholder  shall  not 
express  an  opinion  on  financial  statements 
of  a  licensee  unless  he  and  his  firm  are  In¬ 
dependent  with  respect  to  such  licensee.  In¬ 
dependence  will  be  considered  to  be  impaired 
If,  for  example : 

1.  During  the  period  of  his  professional 
engagement,  or  at  the  time  of  expressing  his 
opinion  he  or  his  firm, 

a.  Had  or  was  committed  to  acquire  any 
direct  or  Indirect  financial  interest  in  the 
licensee;  or 

b.  Had  any  Joint  closely  held  business  In¬ 
vestment  with  the  licensee  or  any  officer, 
director  or  principal  stockholder  thereof 
which  was  material  in  relation  to  his  or  his 
firm’s  net  worth;  or 

c.  Had  any  loan  to  or  from  the  licensee  or 
any  officer,  director,  or  principal  stockholder 
thereof. 

2.  During  the  period  covered  by  the  fi¬ 
nancial  statements,  during  the  period  of  the 
professional  engagement  or  at  the  time  of  ex¬ 
pressing  an  opinion,  he  or  his  firm, 

a.  Was  connected  with  the  licensee  as  a 
promoter,  underwriter  or  voting  trustee,  a  di¬ 
rector  or  officer  or  in  any  capacity  equivalent 
to  that  of  a  member  of  management  or  of  an 
employee;  or 

b.  Was  a  trustee  of  any  trust  or  executor 
or  administrator  of  any  estate  if  such  trust 
or  estate  had  a  direct  or  material  Indirect 
financial  interest  In  the  licensee;  or  was  a 


trustee  for  any  pension  or  profit-sharing 
trust  of  the  licensee. 

C.  Selection  of  the  auditor.  The  responsi¬ 
bility  for  selecting  the  Independent  public 
accountant  is  vested  in  the  licensee’s  Board 
of  Directors.  Any  accountant  qualifying  as 
an  Independent  public  accountant,  as  ex¬ 
plained  above,  may  be  considered  as  having 
SBA  approval  to  perform  the  annual  audit 
(financial  examination)  upon  selection  by 
the  Board,  and  the  filing  with  SBA  by  such 
accountant  of  an  executed  IPA  Certification, 
CO  Form  112  (3-74)  certifying  as  to  his 
qualification  and  Independence,  unless  ad¬ 
vised  otherwise  by  SBA. 

It  is  strongly  recommended  that  the  Board 
give  thorough  consideration  each  year  to  the 
matter  of  selecting  the  public  accountant  to 
perform  that  year’s  audit.  The  Board  under 
this  policy  selects  an  accountant  with  whom 
it  agrees  as  to  the  scope  of  the  engagement 
and  basis  of  compensation.  Notification  of 
the  Board’s  selection  will  be  furnished  to 
the  Staff  Accountant,  Investment  Division, 
Small  Business  Administration,  1441  L  Street, 
NW„  Washington  D.C.  20416.  Notification  to 
SBA  is  not  necessary  when  the  same  ac¬ 
countant  or  accountants  are  retained  for  suc¬ 
cessive  years. 

VI.  SCOPE  OF  AUDIT 

The  independent  public  accountant’s  audit 
Is  to  be  an  examination  of  the  licensee’s  fi¬ 
nancial  statements  in  accordance  with  gen¬ 
erally  accepted  auditing  standards  as  express¬ 
ed  by  the  American  Institute  of  Certified 
Public  Accountants.  The  auditor  is  to  make 
an  examination  of  the  licensee’s  financial 
statements  with  the  view  of  expressing  an 
opinion  as  to  whether  the  financial  state¬ 
ments  present  fairly  the  financial  position, 
changes  in  financial  position,  and  results  of 
operations  in  accordance  with  generally  ac¬ 
cepted  accounting  principles  applied  on  a 
basis  consistent  with  that  of  the  preceding 
year.  The  audit  is  not  to  be  a  “compliance 
audit”  in  the  sense  that  the  independent  ac¬ 
countant  is  expressing  an  opinion  as  to 
whether  the  licensee  is  operating  in  accord¬ 
ance  with  the  Act  and  Part  107  of  SBA  rules 
and  regulations. 

Management  is  responsible  for  the  prepara¬ 
tion  of  the  Annual  Report,  SBA  Form  468. 
The  statements  contained  in  Part  1  will  be 
the  basis  for  the  auditor’s  opinion.  It  is  ex¬ 
pected  that  all  audit  adjustments  will  be  re¬ 
corded  in  the  licensee’s  records  before  com¬ 
pletion  of  the  audit  report  so  that  financial 
statements  accompanying  the  report  will 
agree  with  the  books  as  adjusted  as  of  the 
statement  date,  giving  consideration  to  re¬ 
classifications  of  account  balances  for  report 
purposes.  If  the  adjustments  are  not  so  re¬ 
corded  on  the  licensee’s  books,  a  statement 
Bhould  be  made  by  the  independent  account¬ 
ant  to  this  effect. 

The  independent  public  accountant  is  ex¬ 
pected  to  satisfy  himself  as  to  the  reason¬ 
ableness  of  the  bases  used  by  the  licensee’s 
Board  of  Directors  in  determining  the  val¬ 
uation  of  loans  and  Investments.  Accordingly, 
the  auditor  should  comment  in  his  report  as 
to  reasonableness  of  procedures  used  and 
adequacy  of  documentation. 

VII.  LOAN  AND  INVESTMENT  ACCOUNTS 

A.  Investment  objectives  and  policies.  The 
composition  of  a  licensee’s  loans  and  invest¬ 
ments  *Taries  from  one  licensee  to  another 
and  reflects  the  licensee’s  policies  and  ob¬ 
jectives  of  investing  that  are  being  followed 
In  practice.  Such  objectives  may  emphasize 
equity  Investments,  loans  or  a  balance  be¬ 
tween  loans  and  equity  Investments.  The 
portfolio  may  also  be  widely  diversified  or 
specialized  as  to  industry  or  geographical 
area.  In  addition,  the  licensee  may  choose  to 
be  a  “301(d)  licensee”  that  is  organized  to  be 
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a  profit  or  non-profit  corporation  with  an 
Investment  policy  limited  to  providing 
financing  solely  to  small  business  concerns 
which  will  contribute  to  a  well-balanced  na¬ 
tional  economy  by  facilitating  ownership 
In  such  concerns  by  persons  whose  partici¬ 
pation  In  the  free  enterprise  system  Is  ham¬ 
pered  because  of  social  or  economic  disad¬ 
vantages.  Such  licensees  were  formerly  des¬ 
ignated  by  the  acronym  "MESBIC." 

The  basic  Investment  objectives  adopted 
by  management  can  be  found  in  the  licen¬ 
see's  proposal  to  operate,  as  amended. 

B.  Federal  Income  Tax  provisions  affecting 
investment  accounts.  Licensees  which  elect 
to  qualify  as  Regulated  Investment  Com¬ 
panies  under  Subchapter  U  of  the  Internal 
Revenue  Code  (sections  851  to  855  of  IRC) 
must  meet  the  various  requirements  set 
forth  therein  which  are  summarized  In 
Chapter  5  of  the  AICPA’s  Audit  Guide.  Also 
Item  IX  of  this  Guide  summarizes  the  spe¬ 
cial  Income  tax  provisions  that  may  apply  to 
licensees. 

C.  Recordkeeping  requirements  relating  to 
investment  activity.  No  specific  recordkeep¬ 
ing  system  for  Investment  activity  is  re¬ 
quired  other  than  that  provided  In  the  SBA’s 
System  of  Acount  Classifications.  However, 
the  licensee  Is  to  develop  systems  and  main¬ 
tain  records  sufficient  to  properly  account  for 
transactions  and  valuation  of  individual 
loans  and  Investments. 

Section  107.1102  of  SB  A  rules  and  regu¬ 
lations  specifies  the  records  and  documents 
which  must  be  maintained  and  preserved  by 
all  Licensees.  In  Addition,  licensees  regis¬ 
tered  under  the  Investment  Company  Act  of 
1940  are  required  to  maintain  and  preserve 
those  records  specified  In  section  31  of  such 
Act  and  the  rules  and  regulations  there¬ 
under. 

D.  Custody  of  securities.  A  licensee’s  man¬ 
agement  Is  expected  to  assume  responsibility 
for  the  custody  of  securities.  Accordingly, 
there  Is  to  be  safekeeping  for  securities, 
usually  a  safe  deposit  box  at  a  bank  or  other 
custodian  with  such  safekeeping  facilities, 
and  dual  control  over  withdrawal  of  securi¬ 
ties  from  safekeeping  Is  required  (}  107.1103 
(b)  of  the  SB  A  regulations) . 

E.  Valuation  of  securities.  The  general 
practice  In  the  investment  company  industry 
Is  to  disclose,  in  one  form  or  another,  valu¬ 
ation  of  securities  at  quoted  market  values 
or,  In  the  absence  of  quoted  values,  at  fair 
values  determined  by  the  company’s  Board 
of  Directors  in  good  faith. 

Ordinarily,  little  difficulty  should  be  ex¬ 
perienced  In  valuing  securities  traded  on  a 
recognized  securities  exchange  since  the 
prices  of  transactions  are  published  dally.  If 
a  security  was  traded  on  the  valuation  date, 
the  last  quoted  sales  price  generally  Is  used. 
However,  If  there  were  no  sales  on  the  ex¬ 
change  on  the  valuation  date  but  published 
closing  bid  and  asked  prices  are  available, 
the  valuation  should  be  within  the  range  of 
these  quoted  prices.  Where  quotations  ap¬ 
pear  questionable,  consideration  should  be 
given  to  valuing  the  securities  at  fair  value 
as  determined  in  good  faith  by  the  board  of 
directors. 

Quotations  are  available  from  various 
sources  for  most  unlisted  securities  traded 
regularly  in  the  over-the-counter  market. 
Ordinarily,  quotations  for  an  over-the- 
counter  security  should  be  obtained  from 
more  than  one  broker/dealer  unless  available 
from  an  established  market-maker  for  that 
security.  Quotations  for  several  days  should 
be  used  and  the  valuation  should  be  within 
the  range  of  these  quotations. 

The  Board  of  Directors  when  valuing  secu¬ 
rities  must  consider  the  effect  of  factors 
having  a  bearing  on  the  values  of  such  secu¬ 
rities  even  when  they  are  traded  on  a  recog¬ 
nized  exchange  where  market  quotations  are 
available.  Examples  of  such  factors  are  a  thin 


market,  large  holdings  by  the  licensee  that 
would  adversely  affect  the  market  price  If 
traded,  or  securities  that  are  restricted. 

Regarding  securities  that  are  not  publicly 
traded,  it  Is  incumbent  upon  the  Board  at 
Directors  to  satisfy  themselves  that  all  ap¬ 
propriate  factors  relevant  to  the  value  of 
securities  for  which  market  quotations  are 
not  readily  available  have  been  considered 
and  to  determine  the  method  of  arriving  at 
the  fair  value  of  each  such  security.  To  the 
extent  considered  necessary,  the  Board  may 
appoint  persons  to  assist  It  In  the  determi¬ 
nation  of  such  value.  However,  the  Board 
must  review  continuously  the  appropriate¬ 
ness  of  the  method  used  In  valuing  each  loan 
and  investment  In  the  licensee’s  portfolio. 

It  should  be  noted  that  the  investments 
of  licensees  usually  are  venture-type  Invest¬ 
ments  that  complicate  the  determination  of 
value.  The  Investee,  in  such  cases.  Is  usually 
a  closely  held.  Immature  Small  Business  Con¬ 
cern  whose  stock  Is  not  publicly  traded. 

In  addition,  there  may  be  weaknesses  In 
the  Concern's  management.  For  these  and 
other  reasons,  cost  may  be  the  most  appropri¬ 
ate  measure  of  value  of  venture-type  securi¬ 
ties  until  sufficient  evidential  matter  is  avail¬ 
able  to  the  licensee's  Board  of  Directors  to 
form  a  basis  for  valuing  the  securities  at 
other  than  oost. 

As  stated  In  Accounting  Series  Release  No. 
118  of  SEC.  no  single  standard  for  determin¬ 
ing  fair  value  In  good  faith  can  be  laid  down, 
since  fair  value  depends  upon  the  circum¬ 
stances  of  each  Individual  case.  SBA  has  set 
forth  guidelines  In  SBA  Policy  and  Proce¬ 
dural  Release  No.  2006  to  assist  the  directors 
of  licensees  In  valuing  their  securities.  The 
auditor  should  satisfy  himself  that  the  valua¬ 
tion  guidelines  Issued  by  SBA,  or  other  rea¬ 
sonable  methods,  are  used  In  valuing  securi¬ 
ties. 

Additional  guidance  for  the  valuation  of 
securities  Is  given  In  Chapter  3  of  the  AICPA 
Audit  Guide  and  in  Accounting  Series  Re¬ 
leases  113  and  118  issued  by  the  SEC. 

F.  Audit  procedures.  The  auditing  proce¬ 
dures  relating  to  the  investment  accounts  of 
Investment  companies  require  greater  atten¬ 
tion  than  those  of  a  commercial  enterprise 
because  of  the  relative  significance  of  such 
assets.  In  either  case,  the  Independent 
auditor  should  evaluate  the  Internal  ac¬ 
counting  controls  as  a  basis  for  determining 
the  extent  of  his  examination.  The  auditing 
procedures  outlined  In  the  AICPA’s  Audit 
Guide  should  be  followed  to  the  extent  ap¬ 
propriate.  Concerning  valuation  of  securities: 

Thi  Licensee’s  Board  or  Directors  Has  the 
Sole  Responsibility  for  Valuing  Securi¬ 
ties  in  Good  Faith 

The  auditor  Is  not  to  be  an  appraiser  In  the 
sense  that  he  is  to  determine  the  value  of  the 
licensee’s  securities.  He  Is,  however,  expected 
to  review  the  methods  and  evidential  matter 
used  uy  the  Board  of  Directors  In  their  de¬ 
terminations  of  fair  value.  He  Is  further  ex¬ 
pected  to  comment  In  his  report  on  the  rea¬ 
sonableness  of  such  practioes  and  adequacy 
of  such  information. 

vrrr.  capital  accounts 

A.  3  percent  cumulative  preferred  stock.  As 
part  of  the  leverage  funds  provided  to  a  301 
(d)  licensee,  SBA  may  purchase  3  percent 
cumulative  preferred  stock  from  the  licensee. 
Such  preferred  stock,  while  considered  to  be 
part  of  equity,  is  not  considered  paid-in 
capital  or  paid-in  surplus  for  leverage  or  reg¬ 
ulatory  purposes. 

The  rights  of  the  preferred  stockholder 
(SBA)  are  set  forth  In  $  107.205(a)  (2)  of  the 
SBA  regulations. 

B.  Unrealized  Gain  (Loss)  on  Securities 
Held.  Unrealized  Gain  (Loss)  on  Securities 
Held  represents  the  estimated  net  gain  (loss) 


after  tax  effect  that  the  licensee  would  real¬ 
ize  If  the  loans  and  Investments  were  sold  at 
the  statement  date,  but  as  if  In  the  normal 

course  of  business. 

This  Item  represents  the  aggregate  of  three 
capital  accounts  as  follows: 

1.  Unrealized  Appreciation  on  Securities 
Held — This  Is  the  amount  by  which  fair 
value  of  the  licensee’s  loans  and  Investments 
exceeds  cost. 

2.  Unrealized  Depreciation  on  Securities 
Held — This  Is  the  amount  by  which  fair  value 
of  the  licensee’s  loans  and  Investments  Is  less 
than  cost.  Included  In  unrealized  deprecia¬ 
tion  are  Items  such  as  allowances  for  losses, 
temporary  market  declines,  and  money  mort¬ 
gage  discounts. 

3.  Estimated  Income  Taxes — This  Is  a  pro¬ 
vision  for  taxes  on  the  net  amount  of  unreal¬ 
ized  appreciation  or  (depreciation)  and  the 
offset  being  a  deferred  credit  or  deferred 
charge. 

The  auditor  should  recognize  that  Un¬ 
realized  Gain  (Loss)  on  Securities  Held  re¬ 
sults  from  valuation  of  Loans  and  Invest¬ 
ments  by  the  licensee’s  Board  of  Directors. 
Such  valuation  usually  Is  a  Judgmental  esti¬ 
mate  which  Involves  uncertainties  that  are 
difficult  to  quantify.  Accordingly,  the  relia¬ 
bility  of  the  unrealized  gain  (loss)  on  se¬ 
curities  held  will  not  be  as  great  as  realized 
gain  (loss)  on  sale  of  securities  because  the 
latter  is  based  on  transactions  that  are  ob¬ 
jectively  measurable. 

C.  Undistributed  Realized  Earnings.  Undis¬ 
tributed  Realized  Earnings  Is  the  cumula¬ 
tive  balance  of  periodic  net  investment  In¬ 
come  including  realized  gain  (loss)  on  secu¬ 
rities  sold,  less  dividend  distributions 
whether  cash,  stock  or  dividends  In  kind.  In¬ 
cluded  are  non-cash  gains  on  securities  sold, 
i.e.  notes,  securities  or  other  assets  received. 
Such  non-cash  gains  will  not  be  available 
for  capitalization  or  dividends  until  such  as¬ 
sets  are  converted  to  cash.  Accordingly,  un¬ 
distributed  realized  earnings  will  be  re¬ 
flected  In  two  capital  accounts:  (1)  Non- 
Cash  Gains  on  Bale  of  Securities  and  (2)  Un¬ 
distributed  Net  Realized  Earnings. 

Finally,  non-cash  gains  will  not  be  realized 
If  uncertainty  as  to  the  ultimate  realization 
of  the  gain  in  cash  is  so  great  that  business 
prudence,  as  well  as  generally  accepted  ac¬ 
counting  principles,  would  preelude  such 
recognition. 

IX.  OTHER  MATTERS 

The  Independent  auditor  should  satisfy 
himself  that  Investment  company  accounts 
not  specifically  mentioned  in  this  audit  guide 
or  the  AICPA  Audit  Guide  are  maintained  In 
accordance  with  generally  accepted  account¬ 
ing  principles  and  audited  in  accordance  with 
generally  accepted  auditing  standards  for 
other  commercial  enterprises. 

A.  Compensating  balances.  If  those  in¬ 
stances  where  Idle  funds  are  encumbered  or 
are  being  used  as  "compensating  balances,’’ 
the  nature  and  extent  of  such  encumbrance 
will  be  disclosed  In  a  note  to  the  financial 
statements. 

If  the  compensating  balance  Is  a  formal 
arrangement,  the  funds  should  be  reclassi¬ 
fied  to  either  other  current  assets  or  other 
assets,  whichever  would  be  appropriate. 

B.  Taxes.  Licensees  receive  special  tax 
treatment  In  a  number  of  areas.  The  effect 
Is  to  allow  certain  exclusions  or  additional 
deductions  without  the  limitations  pre- 
Bcribed  for  other  corporations. 

A  licensee  operating  under  the  1968  Act  Is 
allowed  a  100  percent  dividends  received  de¬ 
duction  for  dividends  received  by  it  from 
a  taxable  domestic  corporation.  To  claim 
this  100  percent  deduction  the  licensee  must 
file  with  Its  return  a  statement  that  It  was 
a  Federal  licensee  under  the  1958  Act  at  the 
time  of  the  receipt  of  the  dividends. 
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An  ordinary  loss,  rather  than  a  capital  loss, 
can  be  taken  on  the  sale  or  exchange  of  se¬ 
curity  investments  in  convertible  debentures 
or  stocks  acquired  pursuant  to  the  conver¬ 
sion  privileges  of  such  debentures.  Capital 
losses  on  other  investments  receive  no  spe¬ 
cial  treatment.  A  licensee  must  submit  with 
its  tax  return  a  statement  that  it  is  a  Fed¬ 
eral  licensee  under  the  1958  Act  setting  forth 
the  name  and  address  of  the  small  business 
concern  with  respect  to  whose  securities  the 
loss  was  sustained,  the  number  of  shares  of 
stock  or  the  number  or  denomination  of 
bonds,  the  basis  and  selling  price,  and  the 
respective  dates  of  purchase  and  sale  or  the 
reason  for  their  worthlessness  and  the  ap¬ 
proximate  date  thereof. 

Special  provisions  are  provided  for  reserve 
for  losses  on  loans  of  licensees  and  they  may 
obtain  special  treatment  for  net  operating 
losses  and  may  be  excluded  from  the  defini¬ 
tion  of  a  personal  holding  company. 

A  shareholder  in  a  licensee  may  treat  a 
loss  on  such  stock  as  an  ordinary  loss  and  in 
the  case  of  a  noncorporate  shareholder  such 
loss  is  considered  a  loss  from  a  trade  or 
business. 

A  licensee  may  choose  to  be  taxed  as  a 
Regulated  Investment  Company.  To  do  so, 
it  must  meet  the  requirements  of  sections 
851  to  865  of  Internal  Revenue  Code.  Such 
requirements  are  outlined  in  Chapter  5  of 
the  AICPA  Audit  Guide. 

For  taxable  years  beginning  after  Decem¬ 
ber  31,  1976,  net  operating  losses  may  be 
carried  back  10  taxable  years  and  forward  5 
taxable  years  following  the  taxable  year  of 
such  loss. 

Finally,  there  is  no  excess  accumulated 
earnings  tax  assessed  to  a  licensee  provided 
it  utilizes  such  earnings  and  profits  for  addi¬ 
tional  loans  and  Investments. 

C.  Reserve  for  guarantees.  Funded  reserve 
for  guarantees  as  described  in  f  107.501  (f )  of 
the  SBA  rules  and  regulations  Indicates  that 
"funded  reserve”  equal  to  10  percent  of  all 
guarantees  will  be  maintained  by  the 
licensee. 

The  auditor  should  recognize  that  SBA 
does  not  Intend  that  assets  be  segregated 
and  a  funded  reserve  be  maintained.  Rather, 
the  licensee  is  considered  to  be  in  compliance 
with  S  107.601(f)  of  the  regulations  if  the 
licensee’s  total  cash  and  Invested  idle  funds 
equal  10  percent  of  guarantees  outstanding. 

D.  Notes  and  debentures  payable  to  or 
guaranteed  by  SBA.  As  outlined  in  Item 
IIA,  a  primary  advantage  of  the  SBIC  pro¬ 
gram  is  the  ability  of  licensees  to  acquire 
long-term  leverage  funds  from  SBA.  Usually 
the  terms  and  conditions  set  forth  in 
S  107.203(b)  of  SBA  rules  and  regulations 
are  incorporated  in  the  debenture  as  cove¬ 
nants  to  the  agreement. 

Section  107.203(b)  (1)  (ill)  provides  that 
the  entire  indebtedness  of  the  licensee  may 
be  declared  immediately  due  and  payable 
for: 

“.  .  .  Failure  of  the  licensee,  as  determined 
by  SBA,  to  comply  with  any  one  or  more  of 
the  provisions  of  the  Act  or  Regulations 
promulgated  thereunder,  as  they  may  be 
amended  from  time  to  time  .  .  .  ”. 

Demand  in  such  cases  will  be  made  in  a  letter 
from  SBA  specifying  the  violations  that  have 
occurred  and  that  funds  owed  the  SBA  are 
due  and  payable  in  accordance  with  the  ac¬ 
celeration  provisions  of  the  debentures.  The 
violations  which  cause  demand  to  be  made 
are  usually  those  which  are  significant  and 
Include  such  areas  as  conflicts  of  interest, 
control  of  small  business  concerns  by  the 
licensee,  overline  investments  and  any  other 
such  major  acts  which  might  be  determined 
by  SBA  to  be  contrary  to  the  Act  and  regula¬ 
tions.  It  should  be  noted  that  in  such  cases 
demand  is  viewed  as  a  means  to  protect  the 


SBA’s  position  as  a  creditor  usually  after 
other  efforts  have  been  unsuccessful. 

In  those  Instances  where  the  licensee  fails 
to  maintain  either  the  capital  requirement 
or  the  Investment  ratio  (See  section  308(b) 

(2)  of  the  Act  or  §S  107.203(b)  (8)  and 
107.203(d)  of  the  regulations)  SBA  may.  In 
its  discretion,  upon  written  notice  consider 
part  or  all  of  the  licensee’s  long-term  debt  to 
be  due  and  payable.  Written  notice  is  not 
required,  however,  for  the  long-term  debt  to 
be  considered  due  and  payable  when  any  of 
the  four  conditions  set  forth  in  $  107.203 
(b)  (2)  exist. 

Should  the  auditor  have  difficulty  in  de¬ 
termining  whether  demand  has  been  or  is 
about  to  be  made  on  such  long-term  in¬ 
debtedness,  he  may  consider  requesting  a 
positive  confirmation  from  the  Deputy  Asso¬ 
ciate  Administrator  for  Investment,  Small 
Business  Administration,  1441  L  Street,  NW., 
Washington,  D.C.  20416,  as  to  whether  the 
licensee  is  in  violation  of  the  Act  or  regula¬ 
tions  as  of  the  statement  date  and  as  a 
result  whether  demand  is  being  made  by  SBA 
on  the  long-term  debt. 

X.  FIDELITY  BOND 

A.  Need  for  Bond.  The  Fidelity  Bond  re¬ 
quirements  are  set  forth  herein  principally 
for  the  guidance  of  the  licensee  in  meeting 
its  obligation  to  conform  to  such  require¬ 
ments. 

Each  licensee  shall  obtain  and  maintain  a 
Fidelity  Bond,  which  must  be  executed  by  a 
Surety  holding  a  certificate  of  authority  from 
the  Secretary  of  the  Treasury  pursuant  to 
section  6-13  of  Title  6  of  the  United  States 
Code  as  an  acceptable  Surety  on  Federal 
Bonds.  Each  officer  and  employee  who  has 
control  over  or  access  to  cash,  securities,  or 
other  property  of  the  licensee  shall  be  covered 
by  such  Fidelity  Bond.  The  form  of  Bond 
must  meet  the  provisions  of  paragraphs  B 
through  D  below. 

B.  Type  of  Bond.  The  Fidelity  Bond  may 
be  issued  on  a  “Discovery”  or  “Loss-Sus¬ 
tained”  basis.  Each  Bond  shall  contain  mini¬ 
mum  coverage  equivalent  to  Insuring  agree¬ 
ments  (A)  Fidelity,  (B)  On  Premises,  and 
(C)  In  Transit  provided  in  Finance  Com¬ 
panies  Blank  Bond  Standard  Form  15  and  14. 
Equivalent  insurance  coverage,  as  previously 
stated,  constitutes  satisfactory  coverage.  In¬ 
suring  Agreements  covering  (D)  Forgery  or 
Alteration,  (E)  Securities,  and  (F)  Counter¬ 
feit  Currency,  Misplacement  Coverage,  and 
Electronic  Data  Processing  Coverage  are  not 
required.  The  Bond  shall  also  contain  a 
rider  or  endorsement  providing  that  the 
Surety  will  notify  the  SBA  Investment  Divi¬ 
sion  of  its  intent  to  cancel  the  Fidelity  Bond 
at  least  30  days  in  advance  of  the  effective 
date  of  cancellation.  At  the  option  of  the 
licensee  a  loss  deductible  clause  not  to  exceed 
81,000  will  be  permissible  under  all  of  the 
insuring  agreements. 

A  Licensee,  including  a  bank-owned  or 
controlled  licensee,  may  be  covered  as  a  Joint 
insured  under  a  Fidelity  Bond  if  the  cover¬ 
age  meets  the  above  requirements. 

C.  Minimum  coverage.  The  minimum 
amount  of  fidelity  bond  for  each  licensee 
acceptable  to  SBA  shall  be  825,000. 

D.  Cancellation  and  claims  by  the 
licensee.  Each  license,  at  least  30  days  prior 
to  making  any  request  to  the  Surety  to 
terminate  or  cancel  such  bonds,  shall  notify 
SBA  in  writing  of  its  Intent  to  terminate  or 
cancel  the  bond.  Each  licensee  shall  notify 
SBA  immediately  in  writing  of  any  claim 
for  loss  filed  under  the  bond  with  the  Surety. 
Such  notifications  to  SBA  shall  be  by  cer¬ 
tified  mail  addressed  to  the  Deputy  Associ¬ 
ate  Administrator  for  Investment,  Invest¬ 
ment  Division,  Small  Business  Administra¬ 
tion,  1441  L  Street,  NW.,  Washington,  D.C. 
20416. 


E.  Licensees  regulated  under  the  Invest¬ 
ment  Company  Act  of  1940.  Licensees  that 
are  regulated  by  8EC  under  the  Investment 
Company  Act  of  1940  shall  also  comply  with 
the  Fidelity  Bond  requirements  set  forth 
In  i  270.17g-l  of  the  SEC  rules  and  regula¬ 
tions.  Therefore,  SBICs  that  are  regulated  by 
SEC  under  the  1940  Act  are  to  comply  with 
such  requirements. 

XI.  FINANCIAL  STATEMENTS 

The  financial  statements  of  Licensees  are 
directed  to  the  presentation  of  financial  posi¬ 
tion,  changes  in  financial  position  and  re¬ 
sults  of  operations.  Such  statements  con¬ 
stitute  the  Financial  Report,  Part  I  of  SBA 
Form  468,  and  are  required  to  be  presented 
in  the  prescribed  format. 

The  financial  statements  required  for  Li¬ 
censees  differ  in  certain  respects  from  those 
suggested  in  the  AICPA’s  Audit  Guide.  Such 
deviations  are  not  at  variance  with  generally 
accepted  accounting  principles  and  reporting 
practices.  The  opening  paragraphs  of  Chapter 
7  of  the  AICPA’s  Guide  support  this  view: 

"The  financial  statements  Illustrated  In 
this  chapter  are  for  typical  open-end  man¬ 
agement  Investment  companies  and  may 
need  to  be  modified  to  fit  the  requirements 
of  other  types  of  Investment  companies.” 

“In  all  Instances,  the  management  of  in¬ 
vestment  companies  and  the  auditor  should 
be  cognizant  of  the  need  for  reporting  in 
a  manner  which  properly  highlights  signifi¬ 
cant  information  for  shareholders  and  other 
interested  parties.  Content  and  format  of 
reports  required  by  regulatory  authorities, 
e.g.,  the  Securities  and  Exchange  Commission 
and  Small  Business  Administration,  are,  of 
course,  governed  by  the  requirements  of  the 
applicable  form  and  related  rules,  regula¬ 
tions,  and  instructions.” 

It  should  be  noted  that  Appendix  B  pro¬ 
vides  detailed  instructions  for  the  prepara¬ 
tion  of  the  Annual  Report,  SBA  Form  468. 
The  following  is  a  brief  description  of  the 
financial  statements,  supplementary  sched¬ 
ules  and,  when  applicable,  standard 
footnotes. 

A.  Statement  of  Financial  Position.  The 
Statement  of  Financial  Position  is  presented 
in  a  conventional  Balance  Sheet  format 
rather  than  the  Statement  of  Assets  and 
Liabilities  or  the  alternate  Statement  of  Net 
Assets  as  suggested  by  the  AICPA’s  Audit 
Guide  for  most  investment  companies.  Be¬ 
cause  of  the  relative  importance  of  loans  and 
Investments,  they  are  shown  as  the  first  cate¬ 
gory  of  assets  presented  in  the  Statement. 

As  previously  stated.  Licensees  are  to  re¬ 
port  loans  and  investments  on  the  fair  value 
basis.  Accordingly,  the  Statement  will  pre¬ 
sent  loans  and  investments  at  co6t  and, 
through  adjustments  for  unrealized  apprecia¬ 
tion  (valuation  above  cost)  and  unrealized 
depreciation  (valuation  below  cost)  arrive  at 
fair  value.  The  net  Unrealized  Gain  (Loss) 
will  be  reported  separate  from  undistributed 
Earnings  Realized  in  the  equity  section  of 
the  Statement  of  Financial  position. 

B.  Computation  of  Retained  Earnings  for 
■ regulatory  purposes.  The  note  following  the 
Statement  of  Financial  position  is  for  SBA 
purposes  and  is  designed  to  compute  Re¬ 
tained  Earnings  available  for  dividend  dis¬ 
tribution  or  capitalization.  Undistributed  net 
earnings  realized  is  the  amount  of  realized 
earnings  retained  by  the  licensee  net  of  non¬ 
cash  gains  on  sale  of  Securities  and  without 
effect  of  valuation. 

“Retained  Earnings”  will  be  determined  by 
reducing  Undistributed  net  earnings  realized 
by  the  allowance  for  losses  established  by  the 
licensee  on  loan  and  investments. 

There  should  be  identified  either  in  foot¬ 
note  form  or  a  supporting  schedule,  allow¬ 
ance  for  losses  according  to  line  1  through 
9  of  the  Statement  of  Financial  Position. 
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C.  Statement  of  Undistributed  Realized 
Earnings.  This  Statement  reflects  the  In¬ 
creases  and  decreases  In  noncash  gains  and 
net  Undistributed  Realised  Earnings.  The 
net  change  when  added  to  the  balance  of  the 
beginning  of  the  period  results  In  the  balance 
at  the  end  of  the  period.  Item  VUI,  C  further 
explains  the  nature  of  Undistributed  Real¬ 
ized  Earnings. 

D.  Statement  of  Operations  Realized.  The 
Statement  of  Operations  Realized  is  designed 
to  present  the  results  of  realized  Investment 
activities  of  the  licensee  by  reporting  sep¬ 
arately  investment  Income  or  loss  including 
management  consulting  activities,  and  real¬ 
ized  gains  or  losses  from  sale  of  securities. 
This  statement  does  not  measure  the  change 
in  unrealized  gain  (loss)  on  securities  held  as 
does  the  Statement  of  Operations  suggested 
by  the  AISPA  Audit  Guide.  Rather,  such  un¬ 
realized  gain  (1086)  will  be  measured  in  a  sep¬ 
arate  statement. 

While  Investment  Income  and  Realized 
Gain  (Loss)  on  Sale  of  Securities  are  meas¬ 
ured  separately  within  the  Statement  of 
Operations  Realized,  they  are  reflected  In  the 
Statement  of  Undistributed  Realized  Earn¬ 
ings.  It  should  be  noted  that  Unrealized  Gain 
(Loss)  on  Securities  Held  is  reflected  directly 
in  the  equity  section  of  the  Statement  of  Fi¬ 
nancial  Position  and  is  not  reflected  in  the 
Statement  of  Undistributed  Earnings 
Realized. 

E.  Statement  of  Unrealized  Gain  (Loss)  on 
Securities  Held.  The  Statement  of  Unreal¬ 
ized  Gain  (Loss)  on  Securities  Held  sum¬ 
marizes  the  results  of  the  valuation  process 
of  securities  held  as  of  the  statement  date 
as  compared  to  the  previous  statement  date 
and  discloses  the  net  change  in  the  Unreal¬ 
ized  Gain  (Loss)  on  Securities  Held. 

Measurement  of  unrealized  gain  (loss)  on 
such  securities  is  a  difficult  process  as  has 
been  previously  explained.  Changes  in  unre¬ 
alized  gain  (loss)  on  securities  held  are 
measured  in  a  statement  separate  from  the 
Statement  of  Operations  primarily  because 
such  amounts  result  from  a  Judgmental  esti¬ 
mate  made  by  the  licensee’s  management 
rather  than  from  accomplished  transactions 
which  are  objectively  verifiable. 

Securities  held  are  classified  by  the  pri¬ 
mary  groupings  of  loans  and  investments  as 
set  forth  in  Items  1  through  12  of  thes  tate- 
ment  of  financial  position  and  are  as 
follows: 

a.  Portfolio  securities. 

b.  Assets  acquired  in  liquidation  of  port¬ 
folio  securities. 

c.  Operating  concerns  acquired,  and 

d.  Other  securities. 

In  arriving  at  net  unrealized  gain  (loss)  on 
securities  held,  consideration  must  be  given 
to  unrealized  appreciation  (valuation  above 
cost)  and  unrealized  depreciation  (valua¬ 
tion  below  cost)  of  such  securities.  The  tax 
effect  on  net  unrealized  appreciation  (de¬ 
preciation)  will  be  determined. 

F.  Statement  of  Change  in  Financial  Posi¬ 
tion.  The  Statement  of  Change  in  Financial 
Position  is  to  be  inclusive  of  all  changes  in 
financial  position  resulting  from  transac¬ 
tions.  However,  the  statement  does  not  in¬ 
clude  changes  in  unrealized  gains  (loss)  on 
securities  held  which  are  based  on  subjective 
determinations  by  the  Board  of  Directors  and 
not  based  on  transactions.  The  objectives  of 
this  statement  are  (1)  to  summarize  the 
financing  and  investing  activities  of  the  li¬ 
censee,  including  the  extent  to  which  the 
licensee  has  generated  cash  and  Invested  idle 
funds,  and  (2)  to  complete  the  disclosure  of 
changes  in  financial  position  during  the 
period. 

Accounting  Principles  Board  Opinion  No. 
19,  Reporting  Changes  in  Financial  Position, 
effective  for  fiscal  years  after  September  30, 


1971,  contain  the  principles  expressed  by  the 
AICPA  on  the  Statement  of  Changes  in  Fi¬ 
nancial  Position. 

Q.  Statement  of  Realized  Gain  (Loss)  on 
Sale  of  Securities.  The  Statement  of  Realized 
Gain  (Boss)  on  Sale  of  Securities  Is  a  sum¬ 
mary  by  category  of  securities  sold  and  the 
resulting  gain  or  loss  on  such  sales.  Also,  It 
summarizes  the  increases  in  non-cash  gains 
on  securities  sold  during  the  period. 

This  Statement  will  be  Included  only  if 
securities  are  sold  during  the  current  year. 

It  is  an  additional  statement  and  supports 
the  Statement  of  Operations  Realized. 

Gain  or  loss  on  sale  of  securities  is  realized 
at  the  point  of  sale  whether  or  not  realized 
in  cash.  When  part  of  the  net  Bales  price  is 
not  in  cash,  gain  is  to  be  realized  at  the  time 
of  sale  unless  the  sale  is  not  a  final  trans¬ 
action  or  unless  collection  of  the  proceeds 
is  not  reasonably  assured.  However,  such 
non-cash  gains  will  not  be  available  for 
capitalization  or  dividend  distribution 
until  collected. 

H.  Statement  of  Commitments  and  Guar¬ 
antees.  When  the  licensee  has  commitments 
outstanding  to  provide  financing  or  has  guar¬ 
anteed  financing  provided  by  others,  a  State¬ 
ment  of  Commitments  and  Guarantees  will 
be  included  as  a  supporting  statement.  The 
Statement  will  show  outstanding  commit¬ 
ments  and  guarantees  to  Small  Business  Con¬ 
cerns  at  the  statement  date. 

I.  Schedule  of  Loans  and  Investments.  This 
Schedule  will  show  loans  and  investments 
outstanding  at  the  Statement  date  by  Small 
Business  Concerns  grouped  into  the  follow¬ 
ing  categories:  (1)  “Portfolio  securities” 
segregated  by  publicly  held  SBCs  and  pri¬ 
vately  held  SBCs;  and  (2)  “assets  acquired 
in  liquidation  of  portfolio  securities,”  (3) 
“operating  concerns  acquired”  and  (4)  “other 
securities”. 

The  Schedule  will  contain  the  name  of  the 
Small  Business  Concern,  brief  description 
of  the  securities,  cost  basis,  valuation  by 
Board  of  Directors  and  potential  equity  in¬ 
terest  in  the  concern.  Where  there  is  a  mate¬ 
rial  difference  between  cost  and  value  as 
determined  by  the  Board,  full  disclosure  may 
necessitate  the  nature  and  extent  of  the 
difference  to  be  explained  in  a  footnote.  On 
publicly  traded  securities,  the  exchange  on 
which  the  security  is  traded  should  be  dis¬ 
closed  by  symbol  and  legend. 

J.  Notes  to  Financial  Statements.  Included 
in  the  Notes  to  the  Financial  Statements  will 
be  Information  considered  necessary  to 
achieve  full  disclosure.  Examples  are  loans 
to  officers,  directors  or  employees,  and 
changes  in  paid-in  capital  and  surplus.  In 
addition,  the  following  Information  should 
be  provided: 

1.  Sgnificant  Accounting  Policies.  Ex¬ 
planatory  information  should  be  set  forth 
identifying  the  Accounting  Policies  that  have 
a  material  bearing  on  the  licensee’s  opera¬ 
tions;  i.e.,  income  tax  allocation,  assets  ac¬ 
quired  in  liquidation  and  other  accounting 
policies. 

2.  Other  Current  Assets.  List  the  material 
items  included  in  Other  Current  Assets. 

3.  Other  Assets.  List  the  material  items 
that  comprise  the  Other  Assets. 

4.  Long-Term  Debt.  Disclose  the  items  that 
comprise  Long-Term  Debt  and  give  the  re¬ 
payment  terms  of  each.  When  the  licensee 
has  obtained  the  “third  dollar"  disclose  the 
%  of  Loans  and  Investments  qualifying  as 
venture  capital  at  the  statement  date  ( §  107.- 
202  of  SB  A  rules  and  regulations). 

5.  Current  maturities  of  Long-Term  Debt. 
List  the  amounts  due  on  Long-Term  Debt 
within  one  year  from  the  Statement  date. 

6.  Other  Current  Liabilities.  List  the  mate¬ 
rial  Items  that  comprise  Other  Current 
Liabilities. 


7.  Other  Liabilities.  List  the  material  items 
that  comprise  Other  Liabilities. 

8.  Contingent  Liabilities.  Identify  Contin¬ 
gent  Liabilities  of  the  licensee  that  may  exist. 

9.  Unrealized  Depreciation.  Unrealized 
depreciation  is  usually  the  same  amount  as 
specific  allowance  for  losses  or  loans  and  in¬ 
vestments.  However,  there  may  be  Instances 
where  unrealized  depreciation  will  not  be  an 
allowance  for  losses.  For  example,  where  a 
licensee  has  unrestricted  marketable  securi¬ 
ties,  value  is  based  on  market  value  rather 
than  fair  value  as  determined  by  the  Board. 
There  may  be  a  temporary  decline  in  the 
market  value  of  such  securities  below  the 
licensee’s  cost  basis.  Although  such  decline 
is  reflected  in  unrealized  depreciation,  the 
licensee  may  not  expect  to  sell  the  depreci¬ 
ated  price;  therefore,  no  loss  would  be  ex¬ 
pected. 

When  unrealized  depreciation  is  not  the 
same  as  allowance  for  losses,  there  should 
be  disclosure  either  in  note  form  or  in  a 
supplementary  schedule  the  composition  of 
unrealized  depreciation  according  to  lines  1 
through  9  of  the  Statement  of  Financial 
Position. 

10.  Regulatory  Capital.  As  a  general  rule, 
capital  tor  regulatory  purposes  is  the  total 
paid-in  capital  stock  and  surplus  as  shown 
on  line  44  of-  the  Statement  of  Financial 
Position.  However,  exceptions  to  this  gen¬ 
eral  rule  will  occur  when  events  result  in  an 
amount  being  shown  on  line  44  that  differs 
from  regulatory  capital  as  used  in  the  con¬ 
text  of  §§  107.201,  107.301  and  107.813  of  the 
SBA  regulations.  An  example  is  when  line 
44  includes  amounts  resulting  from  non¬ 
monetary  transactions  other  than  stock 
dividends  and  the  assets  received  in  such 
transactions  have  not  been  converted  to 
cash.  Another  example  occurs  when  an  SBIC 
invests  In  a  301(d)  licensee.  In  such  cases, 
regulatory  capital  will  be  reduced  by  the 
Investment  made  in  the  301(d)  licensee. 

xn.  INDEPENDENT  ACCOUNTANT’S  REPORT 

A.  Report  format.  The  Independent  Ac¬ 
countant's  Report  will  be  a  “Short-Form  Re¬ 
port”  as  set  forth  in  Section  500  of  the  State¬ 
ment  on  Auditing  Standards  issued  by  the 
American  Institute  of  Certified  Public  Ac¬ 
countants  (see  illustration).  The  financial 
statements  that  constitute  Part  I  of  the  An¬ 
nual  Report,  SBA  Form  488,  will  accompany 
the  auditor’s  report  as  well  as  footnotes 
necessary  to  achieve  full  disclosure.  The  Ac¬ 
countant’s  Report  shall  be  dated,  signed,  and 
will  Indicate  city  and  state  where  Issued. 

B.  Accountant’s  opinion.  The  accountant’s 
examination  should  be  directed  toward  the 
expression  of  an  opinion  as  to  whether  the 
statement  contained  in  the  Financial  Re¬ 
port,  Part  I,  SBA  Form  468  present  fairly  the 
financial  position  of  the  licensee  as  of  the 
examination  date  and  the  results  of  its  op¬ 
erations  and  changes  in  financial  position 
for  the  period  then  ended  in  conformity  with 
generally  accepted  accounting  principles  ap¬ 
plied  on  a  basis  consistent  with  that  of  the 
preceding  year. 

Results  of  operations  of  a  licensee  as  ex¬ 
pressed  in  the  auditor’s  opinion  of  necessity 
must  include  both  realized  activities  reported 
in  the  Statement  of  Operations  Realized  and 
changes  in  unrealized  activities  as  reported 
in  the  Statement  of  Unrealized  Gain  (Loss) 
on  Securities  Held.  The  purpose  for  the  two 
statements  as  previously  explained,  is  to 
measure  separately  realized  activities  and 
unrealized  activities.  Another  purpose  for 
the  two  statements  is  that  the  unrealized 
activities  result  from  good  faith  valuations 
of  loans  and  investments  by  the  licensee’s 
Board  of  Directors  rather  than  completed 
transactions  which  Is  the  basis  for  realized 
activities. 
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The  accountant  should,  when  possible, 
render  an  unqualified  opinion,  or  an  opinion 
whose  qualification  is  related  to  the  valua¬ 
tion  of  securities  determined  by  the  Board  of 
Directors.  Such  a  qualification  is  a  usual 
opinion  for  an  SBIC  with  restricted  securities. 

When  the  accountant  finds  it  necessary  to 
otherwise  qualify  or  to  disclaim  an  opinion, 
then  he  should  cite,  when  applicable,  the 
specific  loans,  investments,  or  other  items 
causing  such  qualification  or  disclaimer  and 
the  reason  for  such  qualification  or  dis¬ 
claimer. 

The  accountant  is  not  required  to  extend 
his  opinion  to  include  the  information  con¬ 
tained  in  Part  II  of  the  Annual  Report.  He 
should,  however,  satisfy  himself  that  the  in¬ 
formation  reported  thereon  is  consistent 
with  the  statements  upon  which  he  is  ex¬ 
pressing  an  opinion. 

It  should  be  noted  that  in  the  year  of  con¬ 
version  to  value  accounting  there  will  be  a 
change  in  accounting  principles  which  should 
be  reported  in  accordance  with  paragraph 
546.03  of  the  Statement  on  Auditing  Stand¬ 
ards  No.  1. 

C.  Accountant’s  report  illustrated.  The 
following  sample  independent  accountant’s 
Short-Form  Report  is  intended  to  illus¬ 
trate  pertinent  matters  discussed  in  this 
Guide  including  matters  that  involve  valu¬ 
ation  of  securities.  It  is  not  all  inclusive,  nor 
is  it  intended  to  cover  all  of  the  different 
situations  that  may  arise  in  practice. 

POTTER  &  POTTER 

Certified  Public  Accountants 

1260  Marine  Plaza,  S.E., 
Washington,  D.C.  20016. 

To  the  Stockholders  and  Board  of  Directors 

General  Capital  Company: 

We  have  examined  the  statement  of  finan 
cial  position  of  General  Capital  Company  in 
eluding  the  schedule  of  loans  and  invest 
ments  as 'of  December  31,  19X3  and  the  re¬ 
lated  statements  of  operations  realized,  un¬ 
realized  gain  (loss)  on  securities  held,  and 
changes  in  financial  position  for  the  year 
then  ended.  Our  examination  was  made  in 
accordance  with  generally  accepted  auditing 
standards,  and  accordingly  included  such 
tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances.  The  Com¬ 
pany’s  investment  securities  were  Inspected 
by  us  or  confirmed  to  us  by  the  custodian. 

As  discussed  more  fully  in  Note  2  to  the 
financial  statements,  securities  amounting 
to  $5,432,242  (54%  of  the  total  assets)  have 
been  valued  at  fair  value  as  determined  by 
the  Board  of  Directors.  We  have  reviewed  the 
procedures  applied  by  the  directors  in  valu¬ 
ing  such  securities  and  have  Inspected  un¬ 
derlying  documentation;  while  in  the  cir¬ 
cumstances  the  procedures  appear  to  be  rea¬ 
sonable  and  the  documentation  appropriate, 
determination  of  fair  value  involves  subjec¬ 
tive  Judgment  which  is  not  susceptible  to 
substantiation  by  auditing  procedures. 

In  our  opinion,  subject  to  the  possible  ef¬ 
fect  on  the  financial  statements  of  the  valu¬ 
ation  of  securities  determined  by  the  Board 
of  Directors  as  described  in  the  preceding 
paragraph,  the  aforementioned  financial 
statements  present  fairly  the  financial  posi¬ 
tion  of  General  Capital  Company  at  Decem¬ 
ber  31,  19X3,  the  results  of  its  operations  and 
changes  in  its  financial  position  for  the  year 
then  ended,  In  conformity  with  generally 
accepted  accounting  principles  applied  on  a 
basis  consistent  with  that  of  the  preceding 
year. 

Potter  &  Potter. 

March  23,  19X4. 

D.  Reporting  effect  of  changes  in  account¬ 
ing  practices.  During  the  year  that  changes 
In  accounting  principles  are  effected,  prior 


year’s  financial  information  in  some  cases 
will  of  necessity  be  restated.  In  other  cases, 
however,  the  effect  of  such  changes  will  be 
reflected  as  Income  of  the  reporting  period. 

For  example  in  determining  the  beginning 
balance  of  undistributed  realized  earnings 
on  the  value  accounting  basis,  allowances  for 
losses  on  loans  and  Investments  will  be  re¬ 
stored  to  retained  earnings.  Changing  the 
point  in  time  that  income  on  securities 
transactions  is  realized,  however,  requires  the 
realization  in  the  reporting  period  income 
that  has  been  previously  deferred  with  ap¬ 
propriate  footnote  disclosure. 

The  effect  of  accounting  changes  should 
be  accounted  for  and  reported  in  accordance 
with  the  provisions  of  Accounting  Principles 
Board  Opinion  No.  20  as  expressed  by  the 
AICPA.  It  should  be  noted  that  in  restating 
prior  years  information,  only  the  previous 
year’s  data  needs  to  be  restated  since  only 
the  current  year’s  data  is  reported. 

XIII.  THE  ACCOUNTANT’S  WORK  PAPERS 

As  a  normal  practice,  the  SBA  Examiners 
review  the  accountant’s  work  papers  in  deter¬ 
mining  the  scope  of  the  SBA  compliance  ex¬ 
amination.  Therefore,  the  agreement  between 
the  licensee  and  the  accountant  whereby  the 
accountant  is  engaged  to  perform  the  audit 
(financial  examination)  should  provide  that 
the  accountant’s  work  papers  will  be  made 
available  for  review  upon  request  from  the 
SBA. 

XIV.  GLOSSARY 

Certain  terms  are  defined  below  to  assist 
the  reader  of  the  Guide.  Other  terms  are 
defined  in  §  107.3  of  the  SBA  rules  and  regu¬ 
lations  or  in  the  glossary  to  the  AICPA  Audit 
Guide. 

Assets  acquired  in  liquidation  of  portfolio 
securities.  Are  those  securities  or  assets 
acquired  by  the  licensee  through  foreclosure 
or  other  action  taken  to  protect  its  invest¬ 
ment. 

Current  maturities.  Are  the  amounts  rea¬ 
sonably  expected  to  be  collected  (if  assets) 
or  paid  (if  liabilities)  during  the  following 
year. 

Cost  of  securities.  The  amount  paid  for 
securities  Including  closing  cost  but  net  of 
unearned  discounts,  fees,  etc. 

Distribution.  Any  payment  to  stockholders 
of  cash,  property  or  shares,  including  any 
form  of  dividend. 

Equity  interest  of  SBC.  Is  a  primary  group¬ 
ing  of  portfolio  securities  and  Includes  (a) 
stock  of  SBC,  (b)  warrants,  options  or  other 
stock  rights  and  (c)  equity  interest  of  unin¬ 
corporated  concerns. 

Equity  method  of  accounting.  A  method 
of  accounting  for  investments  in  common 
stock  whereby  the  investment  account  is  in¬ 
creased  (or  decreased)  to  reflect  the  investor’s 
proportionate  share  of  an  investee's  current 
earnings  (or  losses)  regardless  of  whether 
earnings  are  paid  out  as  dividends.  Dividends, 
when  paid,  are  a  reduction  of  the  carrying 
value  of  the  investment. 

Fair  value.  Value  determined  by  the  li¬ 
censee’s  Board  of  Directors  tor  securities 
where  no  market  quotations  are  readily  avail¬ 
able  or  where  the  securities  contain  restric¬ 
tions. 

Interest  subsidy.  A  term  used  in  section  317 
of  the  Small  Business  Investment  Act  to 
describe  the  3  percent  deferrment  of  interest 
on  391  (d)  licensee  leverage  funds. 

Loans  and  investments.  Are  the  securities 
held  by  the  licensee  for  Investment  (exclud¬ 
ing  invested  idle  funds)  and  Includes  port¬ 
folio  securities,  assets  acquired  in  liquidation 
of  portfolio  securities  and  other  securities. 

Net  investment  income.  Income  from  in¬ 
terest  and  dividends  on  the  licensee’s  loans 
and  Investments,  and  all  other  realized  In¬ 
come  except  realized  gain  (loss)  from  security 
transactions,  less  operating  expenses. 


Net  sales  price.  Sale  price  of  securities  less 
cost  of  selling  such  securities;  l.e.,  commis¬ 
sion,  transfer  tax,  etc. 

N on-monetary  receipts.  Proceeds  from  a 
securities  transaction  that  are  other  than 
cash. 

Non-cash  gain  on  securities  sold.  The 
amount  of  gain  on  the  sale  of  securities 
realized  in  assets  other  than  cash. 

N on-monetary  transactions.  Includes  either 
reciprocal  or  nonreciprocal  transactions  not 
involving  cash. 

Other  securities.  Are  securities  held  by  the 
licensee  that  are  not  classified  as  portfolio 
securities  or  assets  acquired. 

Portfolio  securities.  Are  securities  resulting 
from  financings  made  to  small  business  con¬ 
cerns  and  Include  loans,  debt  securities  and 
equity  interests. 

Securities.  Include  loans  and  Investments 
as  well  as  invested  idle  funds. 

Undistributed  realized  earnings.  The  cumu¬ 
lative  balance  of  periodic  net  investment 
income  including  realized  gain  (loss)  on 
securities  sold  net  of  dividend  distribution. 

Undistributed  net  realized  earnings.  The 
amount  of  undistributed  realized  earnings 
net  of  non-cash  gains  on  securities  sold. 

Unrealized  appreciation.  The  amount  by 
which  the  value  of  loans  and  investments 
exceeds  cost. 

Unrealized  depreciation.  The  amount  by 
which  the  value  of  loans  and  investments  are 
less  than  cost. 

Unrealized  gain  (loss)  on  securities  held. 
The  gain  (loss)  on  securities  held  that  would 
have  been  realized  after  taxes  had  such 
securities  been  sold  in  the  normal  course  of 
business. 

7.  Appendix  B — Guide  for  Preparation 
of  the  Annual  Report.  SBA  Form  468  is 
added  and  reads  as  follows: 

Appendix  B — Guide  for  Preparation  of  the 
Annual  Report 

I.  Introduction. 

A.  Statement  of  policy. 

B.  Purpose. 

C.  Organization  of  the  Annual  Report. 

D.  Reporting  requirements. 

E.  Accounting  and  reporting  policies. 

F.  Related  guidelines. 

II.  Financial  Report. 

A.  General. 

B.  Financial  Report  heading. 

C.  Statement  of  Financial  Position. 

D.  Statement  of  Undistributed  Realized 
Earnings. 

E.  Statement  of  Operations  Realized. 

F.  Statement  of  Unrealized  Gain  (Loss)  on 
Securities  Held. 

G.  Statement  of  Change  in  Financial  Posi¬ 
tion. 

H.  Statement  of  Realized  Gain  (Loss)  on 
Sale  of  Securities. 

I.  Statement  of  Commitments  and  Guaran¬ 
tees. 

J.  Schedule  of  Loans  and  Investments. 

III.  Management  Report. 

A.  General. 

B.  Size  and  classification. 

C.  Overview  of  licensee’s  operations. 

D.  Analysis  of  Unrealized  Gain  (Loss)  on 
Securities  Held — Schedule  A. 

E.  Summary  of  portfolio — Schedule  B. 

1.  Schedule  1 — Loans. 

2.  Schedule  2 — Debt  securities. 

3.  Schedule  3 — Capital  stock  of  SBC’s. 

4.  Schedule  4 — Equity  Interests  of  unin¬ 
corporated  SBCs. 

5.  Schedule  5 — Warrants,  options,  and 
other  stock  rights  acquired  from  SBCs. 

6.  Schedule  6 — Details  of  certain  portfolio 
securities  listed  in  Schedules  1  through  5. 

7.  Schedule  7 — Participations  and  Joint 
financings. 

F.  Schedule  8 — Receivables  from  debtors  on 
sale  of  assets  acquired  in  liquidation  of  port¬ 
folio  securities. 
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G.  Schedule  9 — Assets  acquired  in  liquida¬ 
tion  of  portfolio  securities. 

H.  Schedule  10 — Operating  concerns  ac¬ 
quired.  Schedule  10a — Analysis  by  operating 
concern  acquired. 

I.  Schedule  11 — Other  securities. 

J.  Schedule  12 — Cash  and  invested  idle 
funds. 

K.  Schedule  13 — Average  cash  and  invested 
idle  funds  balances  on  a  monthly  basis. 

L.  Schedule  14 — Long-term  debt. 

M.  Schedule  15 — Capital  stock  of  licensee. 

N.  Schedule  16 — Options  on  licensee’s  capi¬ 
tal  stock. 

O.  Schedule  17 — Shareholders,  officers,  and 
Directors  of  the  licensee. 

P.  Schedule  18 — Actual  loss  experience  on 
receivables,  loans  and  investments. 

Q.  Management  certification. 

I.  Introduction  . 

A.  Statement  of  policy.  Small  business 
vestment  Companies  (SBICs)  licensed  by  the 
Small  Business  Administration  (SBA)  in¬ 
cluding  301(d)  licensees  are  to  submit  to 
SBA  annual  reports  and  Interim  reports  when 
required  on  their  operations.  Such  reports 
are  to  be  rendered  on  SBA  Form  468  and  are 
to  be  prepared  in  accordance  with  the  in¬ 
structions  set  forth  in  this  guide. 

This  Guide  was  prepared  by  SBA.  Any  in¬ 
quiries  or  comments  relating  to  these  in¬ 
structions  or  the  Annual  Report,  SBA  Form 
468,  should  be  directed  to  the  Staff  Account¬ 
ant,  Investment  Division,  1441  L  Street  NW., 
Washington,  D.C.  20416. 

B.  Purpose.  This  Guide  provides  Instruction 
for  the  preparation  of  the  Annual  Report, 
SBA  Form  468.  The  report  and  related  in¬ 
structions  have  been  prescribed  to  provide 
standard  reporting  requirements  and  to  in¬ 
sure  that  uniform  and  comparable  data  is 
rendered  to  SBA  by  all  licensees  in  a  timely 
manner. 

C.  Organization  of  the  Annual  Report.  The 
Annual  Report,  SBA  Form  468,  is  comprised  of 
two  parts:  Financial  Report  (Part  I)  and 
Management  Report  (Part  12). 

The  Financial  Report  will  include  the 
licensee’s  financial  statements  and  will  be 
the  basis  for  the  auditor’s  opinion.  Such 
statements  will  present  the  licensee’s  finan¬ 
cial  position,  results  of  operations,  and 
change  in  financial  position.  Also  included 
will  be  a  schedule  of  loans  and  investments 
as  well  as  supplementary  data  in  schedule 
or  note  form. 

The  Management  Report  is  designed  to  pro¬ 
vide  analytical  data  on  the  licensee's  op¬ 
erations.  Accordingly,  the  auditor’s  opinion 
is  not  expected  to  be  extended  to  the  man¬ 
agement  report.  This  report  will  Include: 

1.  A  summary  of  the  licensee’s  status  and 
operations. 

2.  An  analysis  of  Unrealized  Gain  (Loss) 
on  Securities  Held. 

3.  Analytical  and  detailed  information  on 
the  licensee’s  loans  and  investments. 

4.  Other  selected  information. 

D.  Reporting  requirements. — 1.  Annual  Re¬ 
port  (SBA  Form  468) .  Three  copies  of  the  An¬ 
nual  Report,  SBA  Form  468,  shall  be  submit¬ 
ted  to  SBA  by  the  licensee  as  soon  as  prac¬ 
ticable  after  completion  and  no  later  than 
the  last  day  of  the  third  month  following 
the  close  of  the  licensee’s  fiscal  year. 

The  Financial  Report  shall  be  prepared  in 
the  prescribed  format  and  shall  accompany 
the  accountant’s  report.  Attached  to  the  in¬ 
side  of  the  back  cover  of  each  copy  of  the 
audit  report  should  be  a  copy  of  any  trans¬ 
mittal  letter,  special  reports,  or  similar  com¬ 
munications  furnished  to  the  licensee  by  the 
auditor.  If  adjusting  entries  are  furnished  to 
the  licensee  with  the  report,  they  should  be 
submitted  to  SBA. 


The  Management  Report  will  be  submitted 
with  the  Financial  Report  and  will  contain 
a  certification  that  will  cover  both  parts  I 
and  IL 

2.  Interim  reports.  Upon  request,  licensees 
will  submit  to  SBA  either  the  complete  SBA 
Form  468  or  a  part  thereof;  i.e,  the  Financial 
Report  or  the  Management  Report.  Such  re¬ 
ports  are  considered  Interim  in  that  they 
cover  less  than  a  full  year  of  operations  and 
the  financial  report  is  not  audited  by  the  li¬ 
censee’s  independent  accountant.  Accord¬ 
ingly,  such  interim  reports  are  in  addition  to, 
not  in  lieu  of,  the  annual  report. 

3.  Regulated  investment  companies.  Con¬ 
cerning  licensees  that  are  registered  with  the 
Securities  and  Exchange  Commission,  (SEC) 
additional  reports  are  required  by  SEC  which 
are  identified  in  Chapter  1  of  the  AICPA’s 
Audit  Guide.  It  should  be  noted  that  any 
report  submitted  by  a  licensee  to  the  SEC 
shall  also  be  submitted  to  SBA. 

4.  Where  to  submit  reports.  All  reports 
rendered  to  SBA  are  to  be  submitted  to  the 
Investment  Division,  1441  L  Street,  NW., 
Washington,  D.C.  20416. 

E.  Accounting  &  reporting  policies.  The  Sys¬ 
tems  of  Accountant  Classification  for  SBICs 
(Appendix  C,  Item  II)  contains  considerable 
discussion  on  accounting  and  reporting 
policies  to  be  followed  by  licensees.  Accord¬ 
ingly,  the  preparer  of  the  annual  report 
should  be  familiar  with  these  policies. 

A  primary  objective  to  be  kept  in  mind  is 
that  the  information  reported  should  be  dis¬ 
closed  in  a  manner  that  will  cause  the  data  to 
be  understandable  and  useful  to  the  reader 
and  at  the  same  time  achieve  a  fair  presenta¬ 
tion;  i.e.,  full  disclosure.  Should  events  or 
transactions  occur  that  do  not  appear  to  fit 
In  the  report  as  designed,  the  licensee  should 
expand  or  alter  the  report  to  achieve  the 
above  objective. 

It  is  recognized  that  the  licensee  may  desire 
to  report  to  shareholder  or  others  in  a  format 
that  differs  from  the  Financial  Report  pre¬ 
scribed  by  SBA  for  licensees.  Such  differences 
should  be  limited  to  classification  or  format 
presentation  and  should  not  result  in  sub¬ 
stantive  differences.  A  copy  of  such  reports 
should  also  be  furnished  to  SBA. 

F.  Related  guidelines.  In  addition  to  this 
Guide  (Appendix  B),  the  preparer  of  the  an¬ 
nual  report  should  be  familiar  with  related 
accounting  instructions  and  guidelines.  Such 
guidelines  are  set  forth  in  the  Audit  Guide 
for  SBICs  (Appendix  A)  and  the  System  of 
Account  Classification  for  SBICs  (Appendix 
C). 

Guidelines  for  valuing  securities  can  be 
found  in  SBA  Policy  and  Procedural  Release 
No.  2006.  Additional  guidance  for  valuing 
securities  can  be  found  in  Accounting  Series 
Releases  Nos.  113  and  118  that  are  issued  by 
the  Securities  and  Exchange  Commission. 
Finally,  Chapter  3  of  the  AICPA’s  Audit 
Guide  for  Investment  Companies  contains  in¬ 
formation  on  valuation  of  securities  that  may 
be  useful. 

II.  Financial  Report 

A.  General.  The  Financial  Report  (Part  I, 
SBA  Form  468),  is  designed  to  present  the 
licensee’s  financial  statements  as  audited  by 
the  independent  public  accountant.  Accord¬ 
ingly,  the  statements  are  based  on  the  trans¬ 
actions  recorded  in  the  accounts. 

The  Financial  Report  contains  standard 
statements  and  schedules.  Therefore,  when 
a  particular  statement  or  schedule  does  not 
apply  to  the  licensee’s  operations.  It  should 
be  omitted.  For  example,  if  the  licensee  did 
not  sell  securities  during  the  period,  the 
Statement  of  Realized  Gain  (Loss)  on  Sale 
of  Securities  would  be  omitted.  The  Financial 
Report,  therefore,  should  be  “tailored”*  to 
fit  the  licensee’s  given  situation. 


Such  tailoring,  however,  does  not  include 
deviating  from  accounting  and  reporting 
practices  prescribed  in  the  Audit  Guide  (Ap¬ 
pendix  (A)  or  System  of  Account  Classifica¬ 
tion  (Appendix  C) . 

The  following  is  a  detailed  discussion  as 
to  how  the  statements  are  prepared. 

B.  Financial  report  heading.  Set  forth  in 
the  appropriate  spaces  the  Information 
called  for  representing  the  identification  and 
the  principal  office  address  of  the  licensee. 

As  to  the  employer  identification  number, 
enter  the  number  assigned  to  the  licensee  by 
the  U.S.  Treasury  Department.  If  such  num¬ 
ber  has  not  yet  been  assigned,  an  Application 
for  Employer  Identification  Number,  Form 
SS-4,  shall  be  submitted  to  the  U.S.  Director 
of  Internal  Revenue  for  the  area  in  which 
the  licensee’s  principal  office  is  located. 

The  preparer  of  this  report  should  keep  in 
mind  that  amounts  are  to  be  rounded  to  the 
nearest  dollar. 

C.  Statement  of  Financial  Position.  This 
statement  is  designed  to  measure  the  li¬ 
censee’s  financial  position  as  of  the  state¬ 
ment  date  in  a  conventional  balance  sheet 
format.  Because  of  their  significance,  loans 
and  Investments  are  presented  before  cur¬ 
rent  or  other  assets.  Likewise,  long-term 
debt  is  shown  before  current  or  other 
liabilities. 

1.  Assets — are  grouped  according  to  Loans 
and  Investments,  Investment  in  301(d)  Li¬ 
censee,  Current  Assets  and  Other  Assets. 

a.  Loans  and  investments  are  grouped  into 
four  categories: 

(1)  Portfolio  securities — are  those  securi¬ 
ties  of  small  business  concerns  obtained 
through  providing  financing. 

(2)  Assets  acquired  in  liquidation  of  port¬ 
folio  securities — are  those  securities  or  other 
assets  the  licensee  has  acquired  by  taking 
action  to  protect  its  investment.  Such  assets 
are  grouped  according  to  receivables  from 
debtors,  and  other  assets  acquired. 

(3)  Operating  concerns  acquired — repre¬ 
sents  the  total  Investment  in  portfolio  con¬ 
cerns  where  action  was  necessary  to  protect 
the  licensee’s  investment.  This  will  Include 
only  operating  concerns  over  which  the  li¬ 
censee  has  acquired  control  or  has  the  power 
to  control  either  individually  or  in  concert 
with  other  licensees. 

(4)  Other  securities — are  those  securities 
the  licensee  holds  that  did  not  result  frdm 
providing  financing  to  small  business  con¬ 
cerns.  Other  securities  will  result  when 
portfolio  securities  or  assets  acquired  are 
sold  and  part  of  the  net  sales  price  is  notes, 
or  other  securities.  Also,  dividends  in  kind 
from  portfolio  concerns  would  be  classified 
as  other  securities. 

Loans  and  Investments  are  shown  at  cost 
and  through  adjustments  for  unrealized  ap¬ 
preciation  and  unrealized  depreciation  arrive 
at  their  value. 

b.  Investment  in  301(d)  licensee — Is  a 
unique  investment  in  that  the  nature  and 
purpose  of  the  investee  is  similar  to  that  of 
the  investors.  Also,  the  investor  actively  par¬ 
ticipates  in  the  management  erf  the  investee. 
For  these  and  other  reasons,  investments  in 
301(d)  licensees  are  not  classified  as  Loans 
and  Investments  but  are  shown  as  a  separate 
asset  group  on  the  Statement  of  Financial 
Position.  Such  investments  will  be  carried  on 
the  equity  method  of  accounting. 

c.  Current  assets — are  those  assets  that  are 
cash,  expected  to  be  converted  to  cash  or 
are  expected  to  be  expensed  in  the  next  op¬ 
erating  business  cycle;  i.e.,  one  year  from  the 
statement  date.  While  current  assets  are  not 
grouped  as  such  for  other  investment  com¬ 
panies,  regulatory  purposes  require  such  a 
grouping  for  SBICs. 

d.  Other  assets — are  those  assets  that  are 
not  otherwise  explained  above.  Included  are 
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furniture  and  equipment,  deferred  charges, 
funds  In  escrow  and  other  Items. 

2.  Liabilities — are  classified  according  to 
long-term  debt,  current  liabilities  and  other 
liabilities. 

a.  Long-term  debt — Includes  debt  of  the 
licensee  net  of  current  maturities.  Such  debt 
is  grouped  according  to  that  which  is  payable 
to  or  guaranteed  by  SBA  and  that  which  is 
payable  to  others. 

b.  Current  liabilities — are  those  liabilities 
requiring  the  payment  of  cash  during  the 
next  business  cycle;  i.e.,  12  months  from  the 
statement  date.  Included  are  accounts  pay¬ 
able,  accrued  interest  and  taxes  payable,  cur¬ 
rent  maturities  on  long-term  debt,  dividends 
payable  and  other  current  items. 

c.  Other  liabilities — are  those  liabilities  not 
otherwise  classified  and  Include  trust  re¬ 
ceipts,  deferred  credits  and  other  items. 

3.  Capital  accounts — are  grouped  accord¬ 
ing  to  paid-in  capital  and  surplus,  3  percent 
preferred  stock  sold  to  SBA,  unrealized  gain 
(loss)  on  securities  held  and  undistributed 
realized  earnings. 

a.  Paid-in  capital  and  surplus — represents 
the  licensee’s  capital  which  is  the  basis  for 
leverage  and  other  regulatory  purposes.  It 
Includes  the  par  value  of  capital  stock  issued 
and  capital  contributed  in  excess  of  par 
value.  The  total  of  these  two  items  is  re¬ 
duced  by  treasury  stock  and  the  net  amount 
usually  is  leverage  and  regulatory  base. 

b.  3  percent  preferred  stock  issued  to 
SBA — While  such  preferred  stock  by  the  na¬ 
ture  of  the  instrument  is  equity,  it  is  not 
considered  paid-in  capital  and  paid-in  sur¬ 
plus;  rather  it  is  a  part  of  the  leverage  funds 
obtained  by  a  301(d)  licensee  from  SBA. 

c.  Unrealized  Gain  (Loss)  on  Securities 
Held — is  the  net  unrealized  appreciation  on 
securities  held  after  an  allowance  for  taxes 
as  of  the  statement  date.  This  is  the  amount 
in  column  2  line  13,  on  the  Statement  of 
Unrealized  Gain  (Loss)  on  Securities  Held. 

d.  Undistributed  Realized  Earnings — repre¬ 
sents  the  cumulative  balance  of  periodic  net 
Investment  income  and  realized  gain  (loss) 
on  securities  sold,  less  dividend  distributions. 
Undistributed  realized  earnings  is  comprised 
of: 

(1)  Non-cash  gain  on  sale  of  securities — 
which  represent  notes,  securities  or  other 
assets  received  as  part  of  the  net  sale  price 
when  securities  are  sold  and, 

(2)  Undistributed  net  earnings  realized — 
which  represents  undistributed  earnings  real¬ 
ized  net  of  non-cash  gains  on  sale  jpf  secu¬ 
rities. 

4.  Retained  earnings  computation — in  note 
form  at  the  end  of  the  Statement  of  Finan¬ 
cial  Position  is  designed  to  set  forth  "retained 
earnings”  on  the  same  basis  and  in  the  same 
manner  as  it  was  viewed  on  the  cost  basis. 
Such  Retained  Earnings  will  be  the  basis  for 
dividend  declaration  (whether  cash  or  stock) 
or  the  basis  for  capitalizing  earnings  by  cor¬ 
porate  resolution. 

“Retained  Earnings”  is  Undistributed  Net 
Realized  Earnings  reduced  by  allowances  for 
losses  that  have  been  established  on  Loans 
and  Investments. 

B.  Description  by  line  item.  The  following 
Is  a  description  by  line  item  as  to  how  the 
amounts  shown  on  this  statement  are  devel¬ 
oped. 

Item  1,  Loans.  In  column  1,  show  the  bal¬ 
ance  of  account  170  less  the  balance  of  ac¬ 
count  173.  In  column  2,  show  the  balance  of 
account  172.  In  column  3,  show  the  balance 
of  account  171. 

Item  2,  Debt  Securities.  In  column  1,  show 
the  aggregate  of  balances  in  accounts  180 
and  184  less  account  188.  In  column  2,  show 
the  balance  of  account  187.  In  column  3,  show 
the  balance  of  account  186. 

Item  3,  Equity  Interests.  In  column  1,  show 
the  aggregate  of  balances  in  accounts  190, 


191,  194  and  197.  In  column  2,  show  the  ag¬ 
gregate  of  balances  in  accounts  193,  196,  and 
199.  In  column  3,  show  the  aggregate  of  bal¬ 
ances  in  aocounts  192,  195,  and  198. 

Item  4,  Total.  Show  the  total  of  items  1, 

2,  and  3  which  represents  the  total  of  port¬ 
folio  securities. 

Item  S,  Receivables  from  Debtors  on  Sale  of 
Assets  Acquired.  Show  in  column  1  the  bal¬ 
ance  of  account  200  and  in  column  2  the  bal¬ 
ance  of  account  203. 

Item  6,  Assets  Acquired.  In  column  1,  show 
the  balance  in  account  204.  In  column  2, 
show  the  balance  in  account  206  and  in  col¬ 
umn  3,  show  the  balance  of  account  205. 

Item  7,  Total.  State  the  aggregate  of  items 
5  and  6  which  represents  the  total  of  assets 
acquired  in  liquidation  to  portfolio  secu¬ 
rities. 

Item  8,  Operating  Concerns  Acquired. 
Show  in  column  1  the  balance  of  account  210, 
in  column  2  the  balance  of  account  212  and 
in  column  3  the  balance  of  account  211. 

Item  9,  Notes  and  Other  Securities  Re¬ 
ceived.  Show  in  column  1  the  aggregate  of 
balances  in  accounts  220  and  221.  In  column 
2,  show  the  balance  in  account  223  and  in 
column  3  show  the  balance  of  account  222. 

Item  10,  Total  Loans  and  Investments. 
State  the  aggregate  of  items  4,  7,  8,  and  9 
which  represents  the  total  of  loans  and  in¬ 
vestments. 

Item  11,  Less  Current  Maturities.  Show  the 
aggregate  of  balances  in  accounts  150  thru 
154. 

Item  12,  Loans  and  Investments  Net  of 
Current  Maturities.  Show  the  amount  stated 
in  item  10,  column  4  less  the  amount  shown 
in  item  11. 

Item  13,  Investment  in  301(d)  Licensee. 
When  a  licensee  has  an  investment  in  a  301 
(d)  licensee,  the  name  of  the  license  number 
of  the  Investee  should  be  shown  in  the  space 
provided.  The  balance  shown  in  account  160 
should  be  shown. 

Item  14,  Cash.  Show  the  aggregate  of  ac¬ 
counts  100  through  120. 

Item  15,  Invested  Idle  Funds.  Show  the 
aggregate  of  accounts  130  through  137. 

Item  16,  Interest  and  Dividends  Receivable. 
Show  the  aggregate  of  balances  in  accounts 
143  and  145. 

Item  17,  Notes  and  Accounts  Receivable. 
Show  the  aggregate  of  balances  in  accounts 
140  and  141. 

Item  18,  Less:  Allowance  for  Losses.  Show 
the  aggregate  of  balances  in  accounts  142 
and  144. 

Item  19,  Current  Maturities  of  Portfolio 
Securities.  Show  the  balance  of  account  160. 

Item  20,  Current  Maturities  of  Assets  Ac¬ 
quired.  Show  the  balance  of  account  152. 

Item  21,  Current  Maturities  of  Operating 
Concerns  Acquired.  Show  the  balance  of  ac¬ 
count  153. 

Item  22,  Current  Maturities  of  Other  Se¬ 
curities.  Show  the  balance  of  account  164. 

Item  23,  Other  Current  Assets.  Show  the 
balance  of  account  156. 

Item  24,  (a).  Furniture  &  Equipment. 
Show  the  balance  of  account  230. 

Item  24,  (b),  Less:  Accumulated  Deprecia¬ 
tion.  Show  the  balance  of  account  231. 

Item  25,  Other.  Show  the  aggregate  of  bal¬ 
ances  in  accounts  230,  231,  250,  251,  252,  265 
thru  269. 

Item  26,  Total  Assets.  Show  the  aggregate 
of  items  12,  13  and  14  through  25. 

Item  27,  Notes  and  Debentures  Payable  to 
or  Guaranteed  by  SBA.  Show  the  aggregate 
of  balances  in  accounts  300,  301  and  310. 

Item  28,  Notes  and  Debentures  Payable  to 
Others.  Show  the  aggregate  of  balances  in 
accounts  311,  312,  313  and  320. 

Item  29,  Total.  Show  the  aggregate  of  items 
27  fund  28. 

Item  30,  Accounts  Payable.  Show  the  bal¬ 
ance  of  account  340. 


Item  31,  Accrued  Interest  Payable.  Show 
the  balance  of  account  350. 

Item  32,  Accrued  Taxes  Payable.  Show  the 
aggregate  of  balances  in  accounts  351  and 
354. 

Item  33(a),  Current  Maturities  of  Line  27. 
Show  the  balance  of  account  330. 

Item  33(b),  Current  Maturities  of  Line  28. 
Show  the  balance  of  account  331. 

Item  34,  Dividends  Payable.  Show  the  ag¬ 
gregate  of  balances  in  accounts  360  through 
364. 

Item  35,  Other  Current  Liabilities.  Show 
the  balance  of  account  358. 

Item  36,  Total.  Show  the  aggregate  of  items 
30  through  35. 

Item  37,  Trust  Receipts.  Show  the  aggre¬ 
gate  of  balances  in  accounts  370,  374  and  378. 

Item  38,  Deferred  Credits.  Show  the  bal¬ 
ances  of  accounts  380  and  383. 

Item  39,  Other  Liabilities.  Show  the  bal¬ 
ance  of  account  300. 

Item  40,  Total  Liabilities.  Show  the  aggre¬ 
gate  of  items  29  and  36  through  39. 

Item  41,  Capital  Stock.  Show  the  aggregate 
of  balances  in  accounts  400  through  414. 

Item  42,  Paid-In  Surplus.  Show  balance  of 
account  420. 

Item  43,  Less:  Treasury  Stock,  at  Cost. 
Show  the  aggregate  of  balance  in  accounts 
415  through  419. 

Item  44,  Paid-In  Capital  Stock  and  Sur¬ 
plus.  Show  the  aggregate  of  items  41  and  42, 
less  item  43.  The  parenthetical  amount 
shown  as  regulatory  capital  is  to  be  com¬ 
puted  in  accordance  with  items  6,  J.,  10.  of 
Appendix  A.  In  those  instances  where  Regu¬ 
latory  capital  is  different  from  the  amount 
shown  in  this  item,  a  footnote  or  supple¬ 
mentary  schedule  should  be  included  to  ex¬ 
plain  the  difference. 

Item  45,  3%  Preferred  Stock  Issued  to  SBA 
(301(d)  Licensee’s  only).  Show  the  balance 
of  account  430. 

Item  46,  Unrealized  Gain  (Loss)  on  Secu¬ 
rities  Held.  Show  the  aggregate  of  balances  of 
accounts  440  less  445  and  448. 

Item  47,  Non-Cash  Gain  on  Sale  of  Securi¬ 
ties.  Show  the  balance  of  account  450. 

Item  48,  Undistributed  Net  Realized  Earn¬ 
ings.  Show  the  balance  of  account  451. 

Item  49,  Undistributed  Realized  Earnings. 
Show  the  aggregate  of  items  47  and  48. 

Item  .50,  Total  Capital.  Show  the  aggregate 
of  items  44  through  49. 

Item  51,  Total  Labilities  &  Capital.  Show 
the  aggregate  of  items  40  and  50. 

Retained  Earnings  Computations.  Retained 
earnings  available  for  capitalization  or  dis¬ 
tribution  is  computed  in  the  note  at  the  end 
of  the  Statement  of  Financial  Position.  Un¬ 
distributed  Net  Realized  Earnings  as  shown 
in  item  48  is  reduced  by  allowance  for  loss 
on  loans  and  investments  as  reflected  in 
account  445. 

D.  Statement  of  undistributed  realized 
earnings.  This  statement  is  designed  to  ana¬ 
lyze  the  activity  in  undistributed  realized 
earnings  by  non-cash  gains  on  sale  of  secu¬ 
rities  and  undistributed  net  earnings  real¬ 
ized.  The  ending  balances  of  this  statement 
are  the  same  as  items  47  through  49  on  the 
Statement  of  Financial  Position. 

Column  1 :  Non-Cash  Gains  activity  can  be 
determined  by  reviewing  account  460.  Col¬ 
umn  2:  Undistributed  Net  Earnings  activity 
can  be  determined  by  reviewing  account  451. 

1.  Beginning  balance — In  column  1,  show 
the  beginning  balance  of  account  450  and  in 
column  2,  show  the  beginning  balance  of 
account  451.  These  amounts  should  agree 
with  the  ending  balances  shown  on  the  state¬ 
ment  for  the  prior  period. 

2.  (a)  Net  investment  income — State  as 
undistributed  net  earnings  that  amount 
shown  as  item  37  on  the  Statement  of  Oper¬ 
ations  Realized. 
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(b)  Realised  Gain  (Lost)  on  Sale  of  Secu¬ 
rities — States  the  amount  shown  in  column 
7,  Item  IS  of  the  Statement  of  Realized  Oaln 
(loss)  on  Sale  of  Securities  under  Non-Cash 
Gains.  State  the  net  of  amounts  of  item  15, 
column  5  minus  column  7  of  the  Statement 
of  Realized  Gain  (Loss)  on  Sale  of  Securities 
under  Undistributed  Net  Earnings.  The  total 
of  this  item  should  agree  with  amount  in 
column  5,  item  15  of  the  Statement  of  Real¬ 
ized  Gain  (Loss)  on  Sale  of  Securities  and 
the  amount  in  item  42  of  the  Statement  of 
Operations. 

3.  Adjustments:  Collections  of  Non-Cash 
Gains — Will  be  a  decrease  in  column  1  “Non- 
Cash  Gains”  and  will  be  an  increase  in  col¬ 
umn  2  “Undistributed  Net  Earnings.”  There 
will  be  no  effect  on  column  3,  “Total". 

4.  Total — Aggregate  of  lines  1, 2,  &  3. 

5.  Deductions: 

(a)  (b)  and  (c)  Dividends — are  to  be  paid 
out  of  undistributed  earnings  only.  There¬ 
fore,  dividends  will  be  entered  in  column  2. 

6.  Ending  balance — is  determined  by  sub¬ 
tracting  5(e)  “Total  Deductions”  from  item 
4  which  represents  the  beginning  balance 
plus  additions. 

E.  Statement  of  operations  realized.  This 
statement  is  designed  to  measure  separately 
Net  Investment  Inoome  and  Realized  Gain 
(Loss)  on  Sale  of  Securities.  Such  measure¬ 
ment  is  of  realized  operations  only  and  is 
on  the  accrual  basis  of  accounting. 

1.  Net  Investment  Income — is  the  result 
of  measuring  revenue  and  expense  associated 
with  investment  and  management  assistance 
activities  of  a  licensee  other  than  realized 
gain  (loss)  on  securities  sold.  Revenue  is 
organized  by  source;  l.e„  from  portfolio,  from 
services  provided,  or  from  other  sources. 
Expenses  are  grouped  according  to: 

a.  Financial  Expenses, 

b.  Remuneration, 

c.  Initiating  &  Servicing  costs, 

d.  Fixed  Facilities,  and 

e.  Other  costs. 

Provision  for  taxes  is  the  final  measure¬ 
ment  prior  to  determination  of  Net  Invest¬ 
ment  Income. 

2.  Realized  Gain  (Loss)  on  Sale  of  Securi¬ 
ties — Is  a  function  of  operations  that  is 
measured  separately  from  Net  Investment  In¬ 
come.  While  the  Statement  of  Realized  Gain 
(Loss)  on  Sale  of  Securities  provides  a  de¬ 
tailed  analysis  of  realized  gain  or  losses,  the 
Statement  of  Operations  shows  in  the  aggre¬ 
gate,  net  sales  price  of  securities  sold  during 
the  period,  the  cost  of  such  securities  sold 
and  a  provision  for  taxes  on  the  resulting 
gain.  The  remainder  becomes  net  realized 
gain  (loss)  on  sale  of  securities. 

Although  an  allowance  for  loss  on  securities 
may  be  established  for  valuation  and  in  some 
cases  tax  purposes,  such  allowances  when 
provided  are  not  reflected  as  an  expense  in 
measuring  investment  income.  Rather,  they 
are  measured  in  the  Statement  of  Unrealized 
Gain  (Loss)  on  Securities  Held  as  a  com¬ 
ponent  of  unrealized  depreciation  which  is 
an  offset  against  unrealized  appreciation.  For 
this  reason,  the  entire  loss  is  reported  in  this 
statement  when  realized  and  the  allowance 
for  loss  on  the  security  is  reduced  by  the 
amount  of  allowance  previously  established. 

3.  Description  by  line  item — The  following 
is  a  description  by  line  item  as  to  how  the 
amounts  shown  on  the  Statement  of  Opera¬ 
tions  Realized  are  developed. 

a.  Investment  income — the  amounts  shown 
in  items  1  through  37  of  this  statement  are 
derived  primarily  from  the  general  ledger 
accounts  as  follows. 

Item  1,  Interest  on  Loans  and  Debt  Se¬ 
curities.  Show  the  aggregate  of  balances  in 
accounts  512,  516  and  541. 

Item  2,  Dividend  Income.  Show  the  balance 
of  account  540. 


Item  3,  Management  Services.  Show  the 
balance  of  account  532. 

Item  4,  Application  and  Other  Fees.  Show 
the  aggregate  at  balances  in  accounts  600, 

534  and  536. 

Item  5,  Interest  on  Invested  Idle  Funds. 
Show  the  balance  of  account  510. 

Item  6,  Income  from  Assets  Acquired  in 
Liquidation  of  Portfolio  Securities.  Show  the 
balance  of  account  582  net  of  the  balance 
of  account  710.  Also,  show  the  balance  of 
account  710  parenthetically. 

Item  7,  Other  Income.  Show  the  aggregate 
of  balances  in  accounts  520  and  584. 

Item  8,  Total  Revenue.  Show  the  aggregate 
of  items  1  through  7. 

Item  9,  Interest  on  Long-term  Debt.  Show 
the  aggregate  of  balances  in  accounts  610  and 
622. 

Item  10,  Commitment  Fees.  Show  the  bal¬ 
ance  of  account  600. 

Item  11,  Other  Financial  Costs.  Show  the 
balance  of  account  642. 

Item  12,  Total  Financial  Expenses.  Show 
the  aggregate  of  items  9  through  11. 

Item  13,  Officer  Salaries.  Show  the  balance 
of  account  663-1. 

Item  14,  Employee  Salaries.  Show  the  bal¬ 
ance  of  account  663-2. 

Item  IS,  Employee  Benefits.  Show  the  bal¬ 
ance  of  account  670. 

Item  16,  Investment  Advisory  and  Manage¬ 
ment  Services.  Show  the  balance  of  accounts 
659  and  660. 

Item  17,  Director’s  and  Stockholder’s  Meet¬ 
ings.  Show  the  balance  of  account  657. 

Item  18,  Total  Remuneration.  Show  the  ag¬ 
gregate  of  items  13  through  17. 

Item  19,  Advertising  and  Promotion.  Show 
the  balance  of  account  650. 

Item  20,  Appraisal  and  Investigation.  Show 
the  balance  of  account  651. 

Item  21,  Communication.  Show  the  balance 
of  account  653. 

Item  22,  Legal  Fees.  Show  the  balance  of 
account  661. 

Item  23,  Travel  Expense.  Show  the  balance 
of  account  665. 

Item  24,  Total  Initiating  and  Servicings 
Costs.  Show  the  aggregate  of  items  19 
through  23. 

Item  25,  Cost  of  Space  Occupied.  Show  the 
balance  of  account  654. 

Item  26,  Depreciation  <5-  Amortization  Ex¬ 
pense.  Show  the  aggregate  of  balance  in  ac¬ 
counts  655  and  656. 

Item  27,  Total  Fixed  Facilities.  Show  the 
aggregate  of  items  25  and  26. 

Item  28,  Audit  and  Examination  Fees.  Show 
the  balance  of  account  652. 

Item  29,  Insurance  Expense.  Show  the  bal¬ 
ance  of  account  658. 

Item  30,  Taxes  Expense  (Excluding  Income 
Taxes) .  Show  the  balance  of  account  664. 

Item  31,  Provision  for  Losses  on  Receiva¬ 
bles.  Show  the  balance  of  account  680. 

Item  32,  Miscellaneous  Expenses.  Show  the 
aggregate  of  balances  in  accounts  672,  679, 
and  715. 

Item  33,  Total  Other  Costs.  Show  the  ag¬ 
gregate  of  items  28  through  32. 

Item  34,  Total  Expenses.  Show  the  aggre¬ 
gate  of  items  12,  18,  24,  29,  and  33. 

Item  35,  Net  Investment  Income  before 
Provision  for  Income  Taxes.  Show  the  bal¬ 
ance  of  amount  of  item  8  less  item  34. 

Item  36a,  Provision  for  Income  Taxes.  Show 
the  balance  of  account  720. 

Item  36b,  Less  Deferred  Credit  (Charge) 
to  Future  Taxes.  Show  the  balance  in  ac¬ 
count  380-1  net  of  related  deferred  charges 
in  account  221. 

Item  37,  Net  Investment  Income.  Show  the 
net  of  Item  35  less  item  36. 

b.  Realized  Gain  (Loss)  on  Sale  of  Secu¬ 
rities — the  amounts  shown  in  items  38 
through  42  are  derived  primarily  from  the 
Statement  of  Realized  Gain  (Loss)  on  Sale 
of  Securities  as  follows. 


Item  38,  Net  Sales  Price.  State  the  amount 
shown  on  line  11,  column  1. 

Item  39,  Cost  Of  Securities  Sold.  State  the 
amount  shown  on  line  11,  column  4. 

Item  40,  Net  Prior  to  Income  Tax  Provi¬ 
sion.  State  the  amount  shown  on  line  11, 
column  5. 

Item  41a,  Provision  for  Income  Taxes.  State 
the  amount  shown  on  line  14,  column  5, 
which  is  the  same  as  the  balance  of  aocount 
722. 

Item  41b,  Less  Deferred  Credit  (Charge)  to 
Future  Taxes.  Show  the  balance  in  account 
380-2  net  of  related  deferred  charges  in  ac¬ 
count  231. 

Item  42,  Net  Realized  Gain  (Loss)  on  Sale 
of  Securities.  State  the  amount  shown  on 
line  15,  column  5. 

F.  Statement  of  Unrealized  Gain  (Loss) 
on  Securities  Held.  This  statement  sum¬ 
marizes  the  results  of  the  valuation  process 
of  securities  held  as  of  the  statement  date 
as  compared  to  the  previous  statement  date 
and  discloses  the  net  change  in  the  Un¬ 
realized  Gain  (Loss)  on  Securities  Held. 

The  types  of  securities  held  are  the  primary 
groupings  of  loans  and  investments  as  set 
forth  in  items  1  through  10  of  the  Statement 
at  Financial  Position  and  are  (1)  Portfolio 
Securities,  (2)  Assets  Acquired  in  Liquida¬ 
tion  of  Portfolio  Securities,  (3)  Operating 
concerns  acquired  and  (4)  Other  securities. 

In  arriving  at  net  unrealized  gain  (loss)  on 
securities  held,  consideration  must  be  given 
to  unrealized  appreciation  (valuation  above 
cost)  and  unrealized  depreciation  (valuation 
below  cost)  of  such  securities.  After  adjust¬ 
ing  the  net  unrealized  appreciation  (depre¬ 
ciation)  for  the  appropriate  tax  effect,  the  re¬ 
maining  amount  will  represent  unrealized 
gain  (loss)  on  securities  held. 

1.  Source  of  data — The  Statement  of  Un¬ 
realized  Gain  (Loss)  of  Securities  Held  sum¬ 
maries  the  "Analysis  of  Unrealized  Gain 
(Loss)  of  Securities  Held”  which  is  a 
primary  schedule  in  the  management  re¬ 
port.  The  latter  shows  in  detail  Increases  and 
decreases  of  specific  line  items,  while  this 
schedule  summarizes,  by  types  of  loans  and 
investments,  unrealized  appreciation  (de¬ 
preciation)  and  the  tax  effect  of  the  net 
amount.  The  Information  contained  in 
column  1  of  this  statement  is  based  on  line 
items  1,  8,  and  19  of  the  Analysis  of  Unreal¬ 
ized  Gain  (Loss)  of  Securities  Held.  The  in¬ 
formation  contained  in  column  2  of  this 
statement  is  derived  from  line  items  7, 17  and 
21  of  the  Analysis  of  Unrealized  Gain  (Loss) 
of  Securities  Held.  The  information  con¬ 
tained  in  column  3  results  from  a  comparison 
of  columns  1  and  2.  All  reference  to  the 
source  of  data  described  in  the  line  Items  be¬ 
low  is  to  Information  contained  in  the  Anal¬ 
ysis  of  Unrealized  Gain  (Loss)  on  Securities 
Held,  (Schedule  A)  of  the  Management 
Report. 

Item  1,  Portfolio  Securities.  In  column  1 
of  this  schedule  state  the  amount  shown  on 
line  1,  column  4,  and  In  column  2  of  this 
schedule  state  the  amount  shown  on  line  7, 
column  4. 

Item  2,  Assets  Acquired  in  Liquidation  of 
Portfolio  Securities.  In  column  1  of  this 
schedule  state  the  amount  shown  on  line  1, 
column  7  and  in  column  2  of  this  schedule 
state  the  amount  shown  on  line  7,  column  7. 

Item  3,  Operating  Concerns  Acquired.  In 
column  1  of  this  schedule  state  the  amount 
shown  on  line  1,  column  8  find  in  column  2 
of  this  schedule  state  the  amount  shown  on 
line  7,  column  8. 

Item  4,  Other  Securities.  In  column  1  of 
this  schedule  state  the  amount  showfi  cm 
line  1,  column  9  and  in  column  2  of  this 
schedule  state  the  amount  shown  on  line  7. 
column  9. 

Item  5,  Total.  Show  the  aggregate  of  item* 
1  through  4. 
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Item  6,  Portfolio  Securities.  In  column  1 
of  this  schedule  state  the  amount  shown  on 
line  8,  column  4,  and  in  column  2  of  this 
schedule  state  the  amount  shown  on  line  17, 
column  4. 

Item  7,  Assets  Acquired  in  Liquidation  of 
Portfolio  Securities.  In  column  1  of  this 
schedule  state  the  amount  shown  on  line  8, 
column  7  and  on  column  2  of  this  schedule 
state  the  amount  shown  on  line  17,  column  7. 

Item  8,  Operating  Concerns  Acquired.  In 
column  1  of  this  schedule  state  the  amount 
shown  on  line  8,  column  8  and  in  column  2 
of  this  schedule  state  the  amount  shown  on 
line  17,  column  8. 

Item  9,  Other  Securities.  In  column  1  of 
this  schedule  state  the  amount  shown  on 
line  8,  column  9  and  In  column  2  of  this 
schedule  state  the  amount  shown  on  line  17, 
column  9. 

Item  10,  Total.  Show  the  aggregate  of 
Items  6  through  9. 

Item  11,  Unrealized  Appreciation  ( Net  of 
Depreciation)  on  Securities  Held.  The  figure 
In  column  1  of  this  schedule  is  a  computed 
figure  and  should  agree  with  the  amount  of 
line  1,  column  10  less  line  8,  column  10.  The 
figure  In  column  2  of  this  schedule  is  the 
same  as  the  amount  shown  on  line  18,  column 
10. 

Item  12,  Provision  for  Taxes.  In  column  1 
of  this  schedule  state  the  amount  shown  on 
line  19,  column  10  and  in  column  2  of  this 
schedule  state  the  amount  Bhown  on  line 
21,  column  10. 

Item  13,  Unrealized  Gain  (Loss)  on  Securi¬ 
ties  Held.  The  figure  In  column  1  of  this 
schedule  is  a  computed  figure.  The  figure 
In  column  2  of  this  schedule  Is  the  same  as 
the  amount  shown  on  line  22,  column  10. 

O.  Statement  of  Change  in  Financial 
Position.  The  Statement  of  Change  in  Fi¬ 
nancial  Position  Is  to  be  Inclusive  of  all 
changes  in  financial  position  resulting  from 
transactions.  However,  the  statement  does 
not  Include  changes  In  unrealized  gains 
(loss)  on  securities  held  which  are  based 
on  subjective  determinations  by  the  Board 
of  Directors  and  not  based  on  transactions. 
The  objectives  of  this  statement  are  (1)  to 
summarize  the  financing  and  investing  ac¬ 
tivities  of  the  licensee,  including  the  extent 
to  which  the  licensee  has  generated  cash  and 
invested  idle  funds,  and  (2)  to  complete  the 
disclosure  of  changes  in  financial  position 
during  the  period. 

The  following  description  by  line  item  ex¬ 
plains  how  the  amounts  on  the  Statement 
of  Changes  in  Financial  Position  are 
developed. 

Source  of  funds. — 1.  Net  Investment  In¬ 
come  (Loss).  Enter  the  amount  shown  on 
line  37  of  the  Statement  of  Operations 
Realized. 

2.  Depreciation,  Amortization,  Provision  for 
Loss  on  Receivables.  Enter  the  total  of 
amounts  in  accounts  665,  656,  and  680  which 
amounts  have  been  shown  in  line  items  26 
and  31  of  the  Statement  of  Operations 
Realized. 

3.  Net  Realized  Gain  (Loss)  on  Sale  of 
Securities.  Enter  the  amount  shown  on  line 
42  of  the  Statement  of  Operations  Realized. 

4.  Total.  Add  amounts  shown  in  items  1 
through  3. 

5.  Repayments  of  Loans  A  Debt  Securities. 
Enter  the  total  of  amounts  shown  on  line 
item  6  Columns  1  and  2  of  Summary 
of  Portfolio,  (Schedule  B)  of  the  Manage¬ 
ment  Report. 

6.  Non-Cash  Decreases  of  Loans  A  Debt 
Securities.  Enter  the  total  of  amounts  shown 
on  line  item  6,  columns  1  and  2  of  Summary 
of  Portfolio  (Schedule  B)  of  the  Manage¬ 
ment  Report. 

7.  Sale  of  Equtty  Securities.  Enter  the 
amount  shown  on  line  5,  column  6,  in  the 
Summary  of  Portfolio  (Schedule  B)  of  the 
Management  Report. 


8.  Non-Cash  Decrease  of  Equity  Securi¬ 
ties.  Enter  the  amount  shown  on  line  item  6, 
column  6,  in  the  Summary  of  Portfolio 
(Schedule  B)  of  the  Management  Report. 

9.  Collection  from  Debtors  on  Sale  of  As¬ 
sets  Acquired.  Enter  the  total  of  amounts 
representing  cash  deductions  shown  in  col¬ 
umn  7,  Schedule  8  of  the  Management 
Report. 

10.  Non-Cash  Decrease  of  Receivables  Due 
From  Debtors  on  Sale  of  Assets  Acquired. 
Enter  the  total  of  amounts  representing  non¬ 
cash  deductions  shown  in  column  7,  Sched¬ 
ule  8  of  the  Management  Report. 

11.  Sale  of  Assets  Acquired.  Enter  the  total 
of  amounts  shown  in  columns  5,  Schedule  9 
of  the  Management  Report. 

12.  Non-Cash  Decrease  in  Assets  Acquired. 
Enter  the  total  of  amounts  shown  in  columns 
6,  Schedule  9  of  the  Management  Report. 

13.  Cash  Decrease  of  Investments  in  Oper¬ 
ating  Concern  Acquired.  Enter  the  total  of 
amounts  representing  cash  deductions  shown 
in  column  5,  Schedule  10  of  the  Management 
Report. 

14.  Non-Cash  Decreases  of  Investments  in 
Operating  Concerns  Acquired.  Enter  the  total 
of  amounts  representing  non-cash  deductions 
shown  in  column  6,  Schedule  10  of  the  Man¬ 
agement  Report. 

15.  Sale  or  Collection  of  Other  Securities. 
Enter  the  aggregate  of  cash  deductions  shown 
in  column  5,  Schedule  11  of  the  Management 
Report. 

16.  Non-Cash  Decrease  of  Other  Securities. 
Enter  the  aggregate  of  non-cash  deductions 
shown  in  column  5,  Schedule  11  of  the  Man¬ 
agement  Report. 

17.  Decrease  in  Current  Assets  (Excluding 
cash  and  Invested  idle  funds).  Enter  the 
amount  of  net  change  of  items  16  through 
23  of  the  Statement  of  Financial  Position  if 
that  amount  is  a  decrease  during  the  period. 

18.  Decrease  in  Other  Assets.  Enter  the 
amount  of  net  change  of  items  13,  24,  and 
25  of  the  Statement  of  Financial  Position 
if  that  amount  is  a  decrease  during  the 
period. 

19.  Increase  in  Long-term  Debt  due  to  or 
Guaranteed  by  SB  A.  Enter  the  amount  of 
borrowings  by  the  licensee  during  the, period 
that  were  reflected  as  increases  in  accounts 
300,  301  and  310. 

20.  Increases  in  Long-term  Debt  Due  to 
Others.  Enter  the  amount  of  borrowings  by 
the  licensee  during  the  period  that  were 
reflected  as  increases  in  accounts  311,  312, 
313,  and  320. 

21.  Increase  in  Current  Liabilities.  Enter 
the  amount  of  net  change  of  items  30 
through  33  and  35  of  the  Statement  of 
Financial  Position  if  that  amount  is  an  in¬ 
crease  during  the  year. 

22.  Increase  in  Other  Liabilities.  Enter  the 
amount  of  net  change  during  the  period  of 
items  37,  38  and  39  of  the  Statement  of 
Financial  Position  if  the  amount  is  an 
increase. 

23.  Sale  of  Licensee’s  Stock.  Enter  amount 
of  increase  during  the  period  of  items  41 
through  45  of  the  Statement  of  Financial 
Position. 

24.  Total  Funds  Provided.  Add  amounts 
shown  in  items  4  through  23. 

Application  of  funds. — 25.  Investment  in 
Loans  A  Debt  Securities.  Enter  the  total  of 
amounts  shown  on  line  item  2,  columns  1 
and  2  of  Summary  of  Portfolio  (Schedule  B) 
of  the  Management  Report. 

26.  Non-cash  Increases  in  Loans  A  Debt 
Securities.  Enter  the  total  of  amounts  shown 
on  line  item  3,  columns  1  and  2  of  Summary 
of  Portfolio  (Schedule  B)  of  the  Management 
Report. 

27.  Purchase  of  Equity  Securities.  Enter 
the  amount  shown  on  line  item  2,  column 
6  of  Summary  of  Portfolio  (Schedule  B) 
of  the  Management  Report. 


28.  Non-Cash  Increase  in  Equity  Securities. 
Enter  the  amount  shown  on  line  item  3, 
column  6  of  Summary  of  Portfolio  (Sched¬ 
ule  B)  of  the  Management  Report. 

29.  Investments  in  Assets  Acquired.  Enter 
the  total  of  amounts  representing  cash  addi¬ 
tions  shown  in  column  6,  Schedule  8  and 
column  4,  Shedule  9  of  the  Management  Re¬ 
port. 

30.  Non-Cash  Increases  in  Assets  Acquired. 
Enter  the  total  of  amounts  representing  non¬ 
cash  additions  shown  in  column  6,  Schedule 
8  and  column  4,  Schedule  9  of  the  Manage¬ 
ment  Report. 

31.  Investment  in  Operating  Concerns  Ac¬ 
quired.  Enter  the  total  of  amounts  represent¬ 
ing  cash  additions  shown  in  column  4,  Sched¬ 
ule  10  of  the  Management  Report. 

32.  Non-Cash  Increase  of  Investments  in 
Operating  Concerns  Acquired.  Enter  the  total 
of  amounts  representing  non-cash  additions 
shown  in  column  4,  Schedule  10  of  the  Man¬ 
agement  Report. 

33.  Increase  in  Other  Securities.  Enter  the 
aggregate  of  amounts  shown  in  column  4  of 
Schedule  11  of  the  Management  Report. 

34.  Increase  in  Current  Assets  (Excluding 
cash  and  invested  idle  funds).  Enter  the 
amount  of  net  change  of  items  16  through  23 
of  the  Statement  Financial  Position  if  that 
amount  is  an  increase  during  the  period. 

35.  Increase  in  Other  Assets.  Enter  the 
amount  of  net  change  of  items  13,  24  and 
25  of  the  Statement  of  Financial  Position  if 
that  amount  is  an  increase  during  the  period. 

36.  Decrease  in  Long-Term  Debt  Due  to  or 
Guaranteed  by  SBA.  Enter  the  amount  of 
debt  repaid  by  the  licensee  during  the  period 
and  reflected  as  decreases  in  accounts  300, 
301  and  310. 

37.  Decrease  in  Long-Term  Debt  Due  to 
Others.  Enter  the  amount  of  debit  repaid  by 
the  licensee  during  the  period  and  reflected 
as  a  decrease  in  accounts  311,  312,  313  and 
320. 

38.  Decrease  in  Current  Liabilities  (Exclud¬ 
ing  Dividends).  Enter  the  amount  of  net 
change  of  items  30  through  33  and  35  of  the 
Statement  of  Financial  Position  if  the  aggre¬ 
gate  is  a  decrease. 

39.  Payment  of  Dividends.  Enter  the 
amount  of  dividends  paid  during  the  year 
as  shown  in  accounts  360  through  364. 

40.  Decrease  in  Other  Liabilities.  Enter  the 
amount  of  net  change  during  the  period  of 
items  37,  38,  and  39  of  the  Statement  of 
Financial  Position  if  that  amount  is  a  de¬ 
crease. 

41.  Increase  (Decrease)  in  Cash  and  In¬ 
vested  Idle  Funds.  Enter  the  amount  of  net 
increase  or  (decrease)  during  the  period  of 
items  14  and  15  of  the  Statement  of  Finan¬ 
cial  Position.  This  amount  should  be  the 
same  as  item  24  less  the  aggregate  of  items 
25  through  40  of  this  statement. 

42.  Total  Funds  Applied.  Enter  the  aggre¬ 
gate  of  items  25  through  41  of  this  state¬ 
ment. 

H.  Statement  of  Realized  Gain  (Loss)  on 
Sale  of  Securities.  Since  gain  or  loss  on  sale 
of  securities  is  considered  realized  at  the 
point  of  sale  rather  than  at  the  point  of 
collection,  this  statement  measures  net  gain 
(loss)  on  securities  sold  according  to  cash 
and  non-cash  gains.  It  provides  supporting 
detail  to  the  Statement  of  Operation  Real¬ 
ized. 

Although  this  statement  is  entitled  “State¬ 
ment  of  Realized  Gain  (Loss)  on  Sale  of 
Securities”  it  is  intended  to  Include  securi¬ 
ties  written  off  as  worthless. 

The  following  description  by  column  and 
by  line  item  explains  how  the  amounts 
shown  on  the  Statement  are  developed. 

Column  1:  Net  Sale  Price.  The  net  sale 
price  will  include  both  monetary  and  non¬ 
monetary  assets  received  by  the  licensee  upon 
sale  of  securities  but  will  be  net  of  normal 
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selling  expenses.  It  will  be  the  total  of 
amounts  shown  In  columns  2  and  3. 

Column  2:  Cash  Received.  As  Implied,  this 
will  Include  cash  and  cash  Items  only.  It 
should  be  noted  that  purpose  of  this  column 
is  more  restrictive  than  “monetary  assets” 
as  defined  in  APB  No.  28 
Column  3:  Ron-Monetary  Receipts.  By 
definition,  include  receipts  other  than  cash 
or  cash  items.  APB  No.  29  would  include 
notes  receivable  in  cash  to  be  a  monetary 
asset  and  therefore,  not  a  non-monetary 
receipt.  Licensees,  however,  will  oonslder 
notes  receivable  to  be  non-monetary  re¬ 
ceipts.  The  non-monetary  assets  received  in 
each  sale  should  be  explained  in  note  form 
to  this  schedule. 

Column  4:  Cost  of  Securities  Sold.  This 
column  will  include  the  licensee’s  cost  basis 
of  securities  sold.  Cost  will  not  be  affected  by 
unrealized  deprecirtion  (provision  for  losses) 
or  unrealized  appreciation.  Rather,  apprecia¬ 
tion  or  depreciation  previously  recorded  for 
securities  sold  will  be  reversed  at  the  time 
of  sale. 

The  one  exception  to  this  rule  will  be  the 
sale  of  an  equity  Interest  in  an  unincor¬ 
porated  concern.  Since  the  equity  method 
of  accounting  applies,  the  carrying  value  will 
be  other  than  cost.  The  carrying  value  will 
be  shown  in  column  4  as  “cost”. 

Column  S:  Net  Gain  {Loss).  This  column 
represents  gain  or  loss  realized  on  securities. 
It  is  determined  by  comparing  net  sale  price 
(column  1)  and  cost  of  securities  sold 
(column  4) . 

Column  6:  Cash  Gains.  This  column  meas¬ 
ures  gains  realized  in  cash.  Such  amounts 
are  determined  by  comparing  cash  received 
(column  2)  on  sale  of  securities  with  cost 
of  securities  sold  (column  4) .  When  cash  ex¬ 
ceeds  the  cost,  the  result  is  a  net  cash  gain. 
However,  if  the  cost  exceeds  the  cash,  a  non¬ 
cash  gain  will  be  recognized  to  the  extent  a 
gain  is  shown  in  column  6.  When  a  loss  to 
realized  there  will  be  no  amount  shown  in 
column  6  or  7. 

Column  7:  Non-Cash  Gain.  This  column 
will  measure  gains  realized  representing  re¬ 
ceipts  other  than  cash.  It  is  determined  by 
comparing  net  gains  shown  in  column  5  and 
cash  gains  shown  in  column  6. 

2.  Line  Item  Description. 

The  line  item  organization  and  grouping 
are  the  same  as  items  1  through  10  of  the 
Statement  of  Financial  Position  with  one 
exception;  the  addition  of  Invested  Idle 
Funds  (items  IS  of  the  Statement  of  Finan¬ 
cial  Position)  as  item  10.  Concerning  line 
item  3  “Equity  Interests,”  this  item  includes: 
(a)  Capital  stock  of  SBCs,  (b)  equity  inter¬ 
ests  of  unincorporated  concerns,  and  (c) 
warrants,  options  and  other  stock  rights. 

It  should  be  noted  that  the  amounts  in 
column  5  will  be  the  net  amount  of  balance 
in  the  following  accounts: 

Line  item:  Accounts 

1.  Loans _  571  and  701. 

2.  Debt  securities-  672,  and  702. 

3.  Equity  interests.  674,  thru  576,  and 

704  thru  706. 

5.  Receivable  from  577,  and  707. 

debtors  on 

sale  of  assets 

acquired. 

6.  Assets  acquired.  577,  and  707. 

7.  Operating  con-  578,  and  708. 

cerns. 

9.  Other  securities.  579,  and  706. 

10.  Invested  Idle  670,  and  700. 

funds. 

12.  Federal  Income  722.1 1 

taxes.  I  less  380.2. 

13.  State  and  local  722.2  ] 

income  taxes. 


The  amounts  shown  in  item  11,  columns 
1  through  5  are  to  be  entered  in  items  38,  39, 
and  40  of  the  Statement  of  Operations 
Realized.  The  amounts  shown  in  item  15  are 
to  be  entered  in  item  2(b)  of  the  Statement 
of  Undistributed  Realized  Earnings.  It  should 
be  noted  that  the  amount  entered  in  “Undis¬ 
tributed  Net  Earnings”  is  the  amount  shown 
in  column  5  minus  column  7,  line  15  of  State¬ 
ment  of  Realized  Gain  (Loss)  on  Sale  of 
Securities. 

L  Statement  of  Commitments  and  Guar¬ 
antees.  This  statement  provides  a  schedule 
of  outstanding  commitments  of  the  licensee 
to  provide  funds  to  small  business  concerns. 

It  also  shows  by  small  business  concern  the 
amount  of  such  concern’s  debt  to  a  third 
party  the  licensee  has  guaranteed.  Such 
amounts  will  be  shown  according  to  Port¬ 
folio  Securities  or  Assets  Acquired  in  Liquida¬ 
tion  of  Portfolio  Securities. 

The  statement  is  completed  as  follows: 

(a)  Under  Commitments,  show  the  small 
business  concern  to  whom  the  funds  are 
committed.  The  amounts  shown  as  commit¬ 
ments  are  derived  from  memorandum  ac¬ 
count  CL-15. 

(b)  Under  Guarantees,  show  the  name  of 
the  small  business  concern.  The  amounts 
shown  as  guarantees  are  derived  from 
memorandum  account  CL-16. 

J.  Schedule  of  loans  and  investments.  This 
schedule  wgl  show  loans  and  Investments 
outstanding  at  the  Statement  date  by  small 
business  concerns  grouped  into  the  following 
categories: 

(1)  “portfolio  securities”  segregated  by 
publicly  held  SBCs  and  privately  held  SBQs, 
(2)  “assets  acquired  in  liquidation  of  port¬ 
folio  securities,”  (3)  "operating  concerns 
acquired”  and  (4)  “other  securities.” 

The  schedule  will  contain  the  name  of  the 
small  business  concern,  brief  description  of 
the  securities,  cost  basis,  valuation  by  Board 
of  Directors  and  potential  equity  interest  in 
the  concern.  On  publicly  traded  securities, 
the  exchange  on  which  the  security  to  traded 
should  be  Indicated  by  symbol  and  legend. 

IIL  Management  Report 

A.  General.  The  Management  Report  (Part 
n.  SBA  Form  468)  to  designed  to  provide 
SBA  with  analytical  data  on  the  licensee’s 
operations. 

The  schedules  in  this  report  are  designed 
to  cover  a  variety  of  situations.  The  preparer 
of  the  report,  however,  should  recognize  that 
when  a  particular  schedule  does  not  apply  to 
hto  licensee’s  operations,  the  schedule  should 
be  omitted.  Accordingly,  if  the  licensee  has 
no  assets  acquired  in  liquidation,  pages  9 
through  13  will  be  omitted. 

The  table  of  contents  to  the  Management 
Report  summarizes  the  information  con¬ 
tained  In  the  report  and  to  as  follows. 

Table  of  Contents 

Schedules 


Size  and  classification _ - 

Overview  of  licensee’s  operations - 

Analysis  of  unrealized  gain  (loss)  on 

securities  held _ -  A 

Summary  of  portfolio  securities _  B 

Schedules  of: 

Loans _ 1 

Debt  securities _  2 

Capital  stock  of  SBCs _  5 

Equity  interests  of  unincorporated 

SBCs  _  4 

Warrants,  options  and  other  stock 

rights  acquired  from  SBCs -  5 

Details  of  certain  portfolio  securities—  6 

Participations  and  Joint  financings —  7 

Receivables  from  debtors  on  sale  of  assets 

acquired  _  8 

Assets  acquired  in  liquidation  of  port¬ 
folio  securities _  9 


Schedule  of  operating  concerns  acquired-  10 
Analysis  by  operating  concern  acquired—  10a 


Schedule  of  other  securities _  II 

Cash  and  invested  idle  funds _  12 

Average  cash  and  Invested  idle  funds 

balances  on  a  monthly  basis _  13 

Long  term  debt _ 14 

Capital  stock  of  licensee _  15 

Options  on  licensee’s  capital  stock _  16 

Shareholders,  officers  and  directors  of 

licensee _  17 

Actual  loss  experience  on  receivables, 

loans  and  investments _  18 

Management  certification _ 


B.  Size  and  classification.  This  data  sheet 
provides  information  on  the  licensee’s  size, 
ownership.  Investment  policy  and  venture 
capital  status. 

1.  Size — should  be  measured  in  total  assets 
as  shown  on  line  26  of  the  Statement  of  Fi¬ 
nancial  Position.  This  measurement  to  in¬ 
dicative  of  funds  Invested  In  or  available 
for  Investment  in  small  business. 

2.  Ownership — to  measured  according  to 
bank  domination  or  association,  ownership 
by  another  corporate  entity,  or  individual 
ownership. 

Bank  dominaton  refers  to  ownership  of 
50  percent  or  more  of  the  licensee’s  stock  by 
a  Bank  or  Bank  Holding  Company.  If  the 
Bank  or  Bank  Holding  Company  controls  be¬ 
tween  10  percent  to  49  percent  of  the  licens¬ 
ee's  stock,  the  licensee  is  considered  to  be 
Bank  Associated. 

Licensees  are  presumed  to  be  owned  by  a 
financial  corp.  or  non -financial  oorp.  if  50 
percent  or  more  of  its  stock  to  owned  by  such 
corporation.  Otherwise,  the  licensee’s  own¬ 
ership  to  considered  to  be  "individually 
owned.” 

Concerning  public  or  non-public,  l.e.,  pri¬ 
vate,  ownership,  a  company’s  stock  to  con¬ 
sidered  to  be  publicly  owned  if  the  company 
has  sold  its  stock  In  the  market  place  to 
raise  capital  and  it  to  regulated  by  the  Se¬ 
curities  and  Exchange  Commission.  Other¬ 
wise,  the  company  to  considered  to  be  pri¬ 
vately  owned. 

3.  Investment  policy — should  be  that 
which  the  licensee  has  adopted  as  set  forth 
in  its  proposal  to  operate,  as  amended. 

4.  Venture  Capital  Status — should  be 
based  on  the  computation  made  in  accord¬ 
ance  with  {  107.202  of  SBA  regulations. 

C.  Overview  of  licensee’s  operations.  The 
"overview”  1s  intended  to  be  a  summary  of 
the  licensee’s  operations  for  the  period  com¬ 
pleted  viewed  from  the  standpoint  of  the 
licensee’s  management.  It  should  highlight 
significant  events  affecting  the  licensee's  op¬ 
erations  that  would  assist  the  reader  in  un¬ 
derstanding  the  data  contained  In  the 
report. 

It  should  be  limited  to  information  not 
otherwise  made  available  to  SBA  and  con¬ 
tain  interputive  analysis  of  specific  data  con¬ 
tained  elsewhere  in  the  report.  Although 
the  routine  disclosure  of  such  information 
is  in  the  best  interest  of  the  Licensee,  inclu¬ 
sion  of  the  overview  In  the  management  re¬ 
port  is  at  the  licensee’s  discretion. 

The  overview  Is  Intended  to  be  a  brief  nar¬ 
rative  summary  of  the  licensee’s  operations 
during  the  year  recently  completed.  It 
should  summarize  activities  involving  such 
things  as  applications  for  funding  received 
from  small  business  concerns,  financings 
made,  management  assistance  provided,  etc. 

In  those  instances  where  the  lloensee  has 
assets  acquired  in  liquidation,  progress  to¬ 
ward  disposing  of  such  assets  should  be 
summarized.  The  overview  should  include 
comments  on  matters  relating  to  SBA  Regu¬ 
lations  and  other  matters  of  interest  con¬ 
sidered  appropriate. 

It  to  also  contemplated  that  the  overview 
will  include  sucoess  stories  where  they  occur. 
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have  been  accomplished,  and  can  he 
measured. 

Regarding  the  coming  year,  significant 
events  expected  to  occur  and  that  will  affect 
the  licensee’s  operations  In  the  coming  year 
should  be  highlighted. 

D.  Analysis  of  Unrealized  Gain  (Loss)  on 
Securities  Held— Schedule  A.  This  schedule 
is  designed  to  be  more  comprehensive  than 
the  Statement  of  Unrealized  Gain  (Loss) 
on  Securities  Held  which  Is  contained  In  the 
Financial  Report.  The  schedule  Is  Intended 
to  measure  the  component  Increases  and  de¬ 
creases  of  both  unrealized  appreciation  and 
unrealized  depreciation.  Such  measurement 
Is  according  to  the  classification  of  portfolio 
securities,  assets  acquired  In  liquidation  of 
portfolio  securities,  operating  concerns  ac¬ 
quired,  and  other  securities. 

It  should  be  noted  that  the  information 
contained  In  this  analysis  should  be  consist¬ 
ent  with  the  Statement  of  Unrealized  Gain 
(Loss)  on  Securities  Held  which  is  included 
in  Part  I. 

The  Information  contained  in  this  sched¬ 
ule  Is  based  on  schedules  1  through  5  and  8 
through  11  of  this  report.  Such  Information 
can  also  be  obtained  by  analyzing  the  ac¬ 
tivity  in  the  various  ledger  accounts  as 
follows: 

Column  1.  Loans.  Analyze  account  171  and 
column  11  of  schedule  1. 

Column  2.  Debt  Securities.  Analyze  ac¬ 
counts  186  and  187  as  well  as  column  12 
of  schedule  2. 

Column  3.  Equity  Interests.  Analyze  ac¬ 
counts  192,  193,  195,  196,  198  and  199.  Also, 
analyze  column  12  of  schedules  3,  4,  and  6. 

Column  4.  Total.  Total  columns  1  through 
3. 

Column  5.  Receivables  from  Debtors  on 
Sale  of  Assets  Acquired.  Analyze  account  203 
and  column  9  of  schedule  8. 

Column  6.  Assets  Acquired.  Analyze  ac¬ 
counts  205  and  206  as  well  as  column  8  and 
9  of  schedule  9. 

Column  7.  Total.  Total  columns  6  and  6. 
Column  8.  Operating  Concerns  Acquired. 
Analyze  accounts  211  and  212  as  well  as 
columns  8  and  9  of  schedule  10. 

Column  9.  Other  Securities.  Analyze  ac¬ 
counts  222  and  223  as  well  as  columns  8  and 
9  of  schedule  11. 

Column  10.  Total.  Total  column  4,  7,  and 
9. 

Provision  for  Taxes  on  Unrealized  Gain  on 
Securities  Held.  Analyze  accounts  231  and 
380. 

E.  Summary  of  Portfolio — Schedule  B. 
This  schedule  Is  a  summary  of  the  licensee’s 
portfolio  by  type  of  security  and  showing 
three  separate  measurements  as  follows: 

The  activity  within  the  portfolio  during 
the  period  on  cost  basis, 

The  portfolio  at  lower  of  cost  or  value  at 
the  statement  date,  and 
The  portfolio  at  value  at  the  statement 
date. 

1.  Activity  within  the  portfolio — is  to  be 
shown  net  of  unearned  discounts  and  fees. 
Such  activity  Is  measured  according  to  cash 
and  non-cash  additions,  cash  and  non-cash 
deductions.  The  balance  at  the  beginning 
of  the  period  is  adjusted  by  the  net  Increase 
(decrease)  during  the  period  and  thereby 
resulting  in  the  balance  at  the  end  of  the 
period  at  cost. 

2.  Portfolio  at  Lower  of  Cost  or  Value — 
Is  determined  by  reducing  the  balances  of 
types  of  securities  at  the  end  of  the  period 
carried  on  cost  basis  by  the  unrealized  de¬ 
preciation  in  the  portfolio. 

3.  Portfolio  at  Value — is  determined  by  in¬ 
creasing  the  balances  of  types  of  securities 
reflected  on  the  lower  of  cost  or  market  basis 
by  the  amount  of  unrealized  appreciation  in 
the  portfolio. 


The  amounts  shown  on  this  schedule  are 
the  totals  of  schedules  1  through  6  as 
follows: 

Column  1.  Loans— show  totals  of  schedule 

1. 

Column  2.  Debt  Securities — show  totals  of 
schedule  2. 

Column  3.  Stock  of  SBC— show  totals  of 
schedule  3. 

Column  4.  Equity  Interest  of  Unincorpo¬ 
rated  SBC — show  totals  of  schedule  4. 

Column  5.  Warrants,  Options,  &  Other 
Rights — show  totals  of  schedule  5. 

Column  6.  Total — show  aggregate  of 
amounts  in  columns  3  through  5. 

1.  Schedule  1 — Loans.  This  schedule  will 
include  loans  held,  made,  or  otherwise  ob¬ 
tained,  as  well  as  loans  disposed  of  by  the 
company  during  the  period.  Such  data  shall 
be  reported  as  indicated  by  the  column 
heading.  The  reporting  company’s  portion  of 
participation  in  loans  shall  be  Included. 

List  each  loan  by  employer  identification 
number;  owner  group  code  number  designat¬ 
ing  the  group  classification  of  the  principal 
ownership  of  the  small  business  concern  as 
follows:  (0)  Negroes;  (1)  Puerto  Ricans;  (2) 
American  Indians;  (3)  Spanish  Americans; 
(4)  Asians  (Japanese,  Chinese,  Koreans,  Fil- 
liplnos)  (5)  Eskimos  and  Aleuts;  (6)  Under- 
ter mined  ahd  (7)  Others  including  whites; 
financing  number;  Interest  rate;  Standard 
Industrial  Classification  code;  name  of 
financed  small  business  concern,  together 
with  street  address,  city,  State,  zip  code,  and 
country  in  which  located;  date  and  maturity 
date;  principal  balance  at  beginning  of 
period;  cash  additions  during  period;  non¬ 
cash  additions  during  period  (include  re¬ 
financing);  cash  deductions  during  period; 
non-cash  deductions  during  period;  and  prin¬ 
cipal  balance  at  close  of  period.  The  total  in 
columns  4  through  10  shall  be  entered  in 
column  1  of  the  Summary  of  Portfolio, 
Schedule  A. 

As  indicated  by  the  footnote  on  schedule  1, 
the  beginning  balances  as  well  as  additions 
during  the  period  are  to  be  net  of  unearned 
discounts,  fees,  etc. 

An  explanatory  notation  or  footnote  shall 
be  entered  in  the  schedule  with  respect  to 
any  loan  (or  any  interest  therein)  obtained 
from  another  licensee.  A  similar  explanatory 
notation  or  footnote  is  to  be  entered  for 
each  non-cash  addition  or  deduction  during 
the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  all  loan  financings  on 
the  last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  identi¬ 
fication  number  of  each  listed  small  business 
concern.  Insert  the  appropriate  owner  group 
code  number  in  parentheses,  following  the 
employer  identification  number  of  each  small 
business  concern. 

Enter  for  each  listed  small  business  con¬ 
cern  the  four-digit  Standard  Industrial  Clas¬ 
sification  code  of  the  principal  industry  in 
which  the  concern  is  engaged;  refer  to  the 
SIC  Manual  Issued  by  the  Office  of  Manage¬ 
ment  and  Budget. 

If  the  licensee  has  had  more  than  one  fi¬ 
nancing  in  the  same  category  outstanding  to 
the  same  small  business  concern,  each  such 
similar  financing  should  be  assigned  a  fi¬ 
nancing  number  (1-2-3,  etc.)  for  identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  In  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  in  relation  to  the 
same  financing.  A  number  once  assigned  to  a 
specific  financing  of  a  small  business  concern 
should  never  be  reassigned  to  another  finan¬ 
cing  in  the  same  category  to  the  same  con¬ 
cern. 

In  column  (9)  identify  each  item  "pledged” 
or  "earmarked”  by  letter  (P)  or  letter  (E),  as 


appropriate.  Also,  Identify  by  the  letter  (V) 
each  item  qualifying  under  the  regulations 
as  venture  capital  and  by  the  letters  (SP) 
each  item  qualifying  under  the  regulations  as 
special  discretionary  portfolio.  Show  the  total 
of  all  venture  capital  amounts  on  the  last 
sheet  of  this  schedule  immediately  under  the 
“Totals”  line  at  the  foot  of  column  (9). 
Show  the  total  of  all  special  discretionary 
portfolio  amounts  on  the  last  sheet  of  this 
schedule  immediately  under  the  “Total  ven¬ 
ture  capital.” 

2.  Schedule  2 — Debt  securities.  This  sched¬ 
ule  will  Include  debt  securities  (S  107.302(b) 
(3) )  held  or  acquired  during  the  period  as 
well  as  those  converted,  or  disposed  of  during 
the  period.  Such  data  shall  be  reported  as 
indicated  by  the  column  headings.  The  re¬ 
porting  company’s  portion  of  participation  in 
debt  securities  shall  be  included. 

List  each  debt  security  by  employer  iden¬ 
tification  number;  owner  group  code  num¬ 
ber  designating  the  group  classification  of 
the  principal  ownership  of  the  small  business 
concern  as  follows:  (0)  Negroes;  (1)  Puerto 
Ricans;  (2)  American  Indians;  (3)  Spanish 
Americans;  (4)  Asians  (Japanese,  Chinese, 
Koreans,  Filipinos) ;  (5)  Eskimos  and  Aleuts; 
(6)  Undetermined  and  (7)  Others — including 
whites;  financing  number;  interest  rate; 
Standard  Industrial  Classification  code;  name 
of  financed  small  business  concern,  together 
with  street  address,  city,  State,  zip  code,  and 
county  In  which  located;  date  and  maturity 
date;  principal  balance  at  beginning  of 
period;  cash  additions  or  deductions  during 
period;  noncash  additions  or  deductions  dur¬ 
ing  period;  and  principal  balance  at  close  of 
period,  and  fair  value  of  debt  securities  as 
determined  by  the  licensee’s  board  of  direc¬ 
tors  in  good  faith.  The  total  of  columns  4 
through  10  are  to  be  entered  in  column  2  of 
the  Summary  of  Portfolio,  Schedule  A. 

As  indicated  by  a  note  on  this  schedule,  the 
beginning  balances  as  well  as  noncash  addi¬ 
tions  during  the  period  are  to  be  net  of  un¬ 
earned  discounts,  fees,  etc. 

Show  in  column  (11)  opposite  each  debt 
security  financing  the  percentage  of  the  fi¬ 
nanced  small  business  concern’s  voting 
securities  which  can  be  obtained  by  the  li¬ 
censee  through  exercise  of  conversion  privi¬ 
leges  and/or  stock  purchase  warrants  or  op¬ 
tions  received  in  connection  with  the  specific 
financing.  This  percentage  shall  be  computed 
without  giving  consideration  to  the  possibil¬ 
ity  of  simultaneous  exercise  of  stock  rights 
by  other  investment  interests.  Whenever  a 
licensee  considers  it  important  to  disclose 
that  its  percentage  of  actual  and  potential 
ownership  is  affected  by  the  probable  action 
of  others  in  exercising  their  stock  rights,  a 
footnote  should  be  appended  to  the  per¬ 
centage  figure  arrived  at  by  consideration  of 
only  the  licensee’s  actions.  In  such  footnote 
the  percentage  of  actual  and  potential  owner¬ 
ship  giving  consideration  to  the  probable 
action  of  others  should  be  set  forth,  together 
with  an  explanation  including  the  names  of 
the  other  investors  who  are  likely  to  exercise 
their  rights,  the  percentages  of  actual  and 
potential  ownership  they  hold,  and  the  gen¬ 
eral  terms  of  their  stock  rights. 

An  explanatory  notation  or  footnote  shall 
be  entered  in  the  schedule  with  respect  to  any 
debt  security  (or  any  interest  therein)  ob¬ 
tained  from  another  licensee.  A  similar  ex¬ 
planatory  notation  or  footnote  is  to  be  en¬ 
tered  for  each  non-cash  addition  or  deduction 
during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  all'  debt  security  fi¬ 
nancings  on  the  last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  identi¬ 
fication  number  of  each  listed  small  business 
concern. 

Insert  the  appropriate  owner  group  code 
number,  in  parentheses,  following  employer 
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Identification  number  of  each  small  business 
concern. 

Enter  for  each  listed  6 mall  business  con¬ 
cern  the  four-digit  Standard  Industrial 
Classification  code  of  the  principal  Industry 
in  which  the  concern  Is  engaged;  refer  to 
the  SIC  Manual  issued  by  the  Office  of  Man¬ 
agement  and  Budget. 

If  the  licensee  has  had  more  than  one 
financing  in  the  same  category  outstanding 
to  the  same  small  business  concern,  each 
such  similar  financing  should  be  assigned  a 
financing  number  (1-2-3,  etc.)  for  identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  in  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  in  relation  to  the 
same  financing.  A  number  once  assigned  to 
a  specific  financing  of  a  small  business  con¬ 
cern  should  never  be  reassigned  to  another 
financing  in  the  same  category  to  the  same 
concern. 

In  column  (9)  identify  each  item  “pledged” 
or  “earmarked”  by  letter  (P)  or  letter  (E), 
as  appropriate.  Also,  identify  by  the  letter 
(V)  each  item  qualifying  under  the  regula¬ 
tions  as  venture  capital  and  by  the  letters 
(SP)  each  item  qualifying  under  the  regula¬ 
tions  special  discretionary  portfolio.  Show 
the  total  of  all  venture  capital  amounts  im¬ 
mediately  under  the  "Totals”  line  at  the  foot 
of  column  (9).  Show  the  total  of  all  special 
discretionary  portfolio  amounts  on  the  last 
sheet  of  this  schedule  immediately  under  the 
“Total  venture  capital.” 

3.  Schedule  3 — capital  stock  of  SBCs.  This 
schedule  will  include  capital  stock  ($  107.302 
(b)(1))  of  small  business  concerns  held  or 
acquired  during  the  period  as  well  as  those 
sold,  or  disposed  of  otherwise  during  the  pe¬ 
riod.  Such  data  shall  be  reported  as  Indicated 
by  the  column  headings.  The  reporting  com¬ 
pany’s  portion  of  participation  in  invest¬ 
ments  shall  be  included. 

List  each  investment  by  employer  identi¬ 
fication  number:  Owner  Group  Code  number; 
financing  number;  Standard  Industrial  Clas¬ 
sification  code;  name  of  financed  small  busi¬ 
ness  concern,  together  with  street  address, 
city,  state,  zip  code,  and  country  in  which 
located;  date  acquired,  type  and  class,  num¬ 
ber  of  shares,  etc.;  balance  at  cost  at  begin¬ 
ning  of  period;  cash  additions  during  period; 
non-cash  additions  during  period  at  cost; 
cash  deductions  during  period;  non-cash  de¬ 
ductions  during  period  at  cost;  balance  at 
cost  at  close  of  period;  percent  of  outstand¬ 
ing  shares  of  SBCs  stock  licensee  owns;  and 
fair  value  of  such  stock  as  determined  by  the 
licensee’s  board  of  directors  in  good  faith. 
The  total  of  columns  4  through  10  are  to  be 
entered  in  column  3  of  the  Summary  of 
Portfolio,  Schedule  A. 

An  explanatory  notation  or  footnote  shall 
be  entered  in  the  schedule  with  respect  to 
any  Investment  (or  any  Interest  therein)  ob¬ 
tained  from  another  licensee.  A  similar  ex¬ 
planatory  notation  or  footnote  is  to  be  en¬ 
tered  for  each  non-cash  additions  or  deduc¬ 
tions  during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  capital  stock  on  the 
last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  identi¬ 
fication  number  of  each  listed  small  business 
concern.  Enter  the  appropriate  Owner  Group 
Code  number  in  parentheses. 

Enter  for  each  listed  small  business  con¬ 
cern  the  four-digit  Standard  Industrial  Clas¬ 
sification  code  of  the  principal  industry  in 
which  the  concern  is  engaged;  refer  to  the 
SIC  Manual  Issued  by  the  Office  of  Manage¬ 
ment  and  Budget. 

If  the  licensee  has  had  more  than  one 
financing  in  the  same  category  outstanding 
to  the  same  small  business  concern,  each 
such  similar  financing  should  be  assigned  a 


financing  number  (1-3-3,  etc.)  for  identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  in  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  In  relation  to  the 
same  financing.  A  number  once  assigned  to  a 
specific  financing  of  a  small  business  con¬ 
cern  should  never  be  reassigned  to  another 
financing  in  the  same  category  to  the  same 
concern. 

In  column  (9)  Identify  each  item  "pledged” 
or  “earmarked”  by  letter  (P)  or  letter  (E), 
as  appropriate.  Also,  identify  by  the  letter 
(V)  each  item  qualifying  under  the  regula¬ 
tions  as  venture  capital  and  by  the  letters 
(SP)  each  item  qualifying  under  the  regula¬ 
tions  as  special  discretionary  portfolio.  Show 
the  total  of  all  venture  capital  amounts  im¬ 
mediately  under  the  “Totals”  line  at  the  foot 
of  column  (9)  on  the  last  sheet  of  this  sched¬ 
ule.  Show  the  total  of  all  special  discretion¬ 
ary  portfolio  amounts  on  the  last  sheet  of 
this  schedule  immediately  under  the  “Total 
venture  capital.” 

4.  Schedule  4 — equity  interests  of  unincor¬ 
porated  SBCs.  This  schedule  will  include 
equity  Interests  of  unincorporated  concerns 
(See  §  107.302(b)(2))  held  or  acquired  dur¬ 
ing  the  period  as  well  as  those  sold  or  dis¬ 
posed  of  otherwise  during  the  period.  Such 
data  is  to  be  reported  as  indicated  by  the 
column  headings.  The  reporting  licensee's 
portion  of  participation  in  equity  interests 
of  unincorporated  concerns  will  be  included. 

List  each  equity  Interest  by  employer 
identification  number;  Owner  group  code 
number  designating  the  group  classification 
of  the  principal  ownership  of  the  small  busi¬ 
ness  concern  as  follows:  (0)  Negroes;  (1) 
Puerto  Ricans;  (2)  American  Indians;  (3) 
Spanish  Americans;  (4)  Asians  (Japanese, 
Chinese,  Koreans,  Filipinos);  (5)  Eskimos 
and  Aleuts;  (6)  Undetermined  and  (7) 
Others — including  whites;  financing  num¬ 
ber;  Standard  Industrial  Classification  code; 
name  of  financed  small  business  concern,  to¬ 
gether  with  street  address,  city,  state,  zip 
code,  and  country  in  which  located;  date 
acquired;  principal  balance  at  beginning  of 
period;  cash  additions  and  deduction  during 
period;  non-cash  additions  and  deductions 
during  period;  and  principal  balance  at  close 
of  period,  percentage  of  the  unincorporated 
concern  the  licensee  owns;  and  fair  value  of 
the  equity  interest  as  determined  by  that 
licensee’s  board  of  directors  in  good  faith. 
The  total  of  columns  4  through  10  are  to  be 
entered  in  column  4  of  the  Summary  of 
Portfolio,  Schedule  A. 

Show  in  column  11  opposite  each  equity 
interest  financing,  the  percentage  of  the 
unincorporated  concern  and  equity  that  is 
owned  by  the  licensee. 

An  explanatory  notation  or  footnote  will 
be  entered  in  the  schedule  with  respect  to 
any  equity  interest  obtained  from  another 
licensee.  Also,  a  notation  or  footnote  is  to 
be  entered  for  each  non-cash  addition  or 
deduction  during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  equity  interests  on 
the  last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  identi¬ 
fication  number  of  each  listed  small  business 
concern. 

Insert  the  appropriate  owner  group  code 
number,  in  parentheses,  following  employer 
identification  number  of  each  small  business 
concern. 

Enter  for  each  listed  small  business  con¬ 
cern  the  four-digit  Standard  Industrial  Clas¬ 
sification  code  of  the  principal  Industry  in 
which  the  concern  is  engaged;  refer  to  the 
SIC  Manual  issued  by  the  Office  of  Manage¬ 
ment  and  Budget. 

If  the  licensee  has  had  more  than  one 
financing  in  the  same  category  outstanding 
to  the  same  «n«ii  business  concern,  each 


such  similar  financing  should  be  assigned  a 
financing  number  (1-2-3,  etc.)  for  identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  in  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  in  relation  to 
the  same  financing.  A  number  once  assigned 
to  a  specific  financing  of  a  small  business 
concern  should  never  be  reassigned  to  an¬ 
other  financing  in  the  same  category  to  the 
same  concern. 

In  column  (9)  identify  each  item 
“pledged”  or  “earmarked”  by  letter  (P)  or 
letter  (E),  as  appropriate.  Also,  identify  by 
the  letter  (V)  each  item  qualifying  under 
the  regulations  as  venture  capital  and  by 
the  letters  (SP)  each  item  qualifying  under 
the  regulations  as  special  discretionary  port¬ 
folio.  Show  the  total  of  all  venture  capital 
amounts  on  the  last  sheet  of  this  schedule 
immediately  under  the  “Totals”  line  at  the 
foot  of  column  (9).  Show  the  total  of  all 
special  discretionary  portfolio  amounts  on 
the  last  sheet  of  this  schedule  immediately 
under  the  “Total  venture  capital.” 

5.  Schedule  5 — warrants,  options,  and 
other  stock  rights  acquired  from  SBCs.  This 
schedule  will  Include  warrants,  options,  and 
other  stock  rights  acquired  from  small  busi¬ 
ness  concerns  held  or  acquired  during  the 
period  as  well  as  those  exercised,  sold  or 
otherwise  disposed  of  during  the  period. 
Such  data  is  to  be  reported  as  indicated  by 
the  column  headings.  The  reporting  licens¬ 
ee’s  participation  in  investments  shall  be  in¬ 
cluded. 

The  warrants,  options  or  other  rights  to  be 
Included  in  this  schedule  shall  be  those  for 
which  a  cost  has  been  determined  separate 
from  that  of  the  financing  instruments  which 
they  accompanied.  If  no  separate  cost  is  de¬ 
termined,  no  amount  will  be  entered  in  col¬ 
umn  9.  However,  the  fair  value  as  deter¬ 
mined  by  the  licensee’s  board  of  directors 
will  be  entered  in  column  10. 

List  each  Investment  by  employer  identifi¬ 
cation  number;  Owner  Group  Code  number; 
financing  number;  Standard  Industrial 
Classification  code;  name  of  financed  small 
business  concern,  together  with  street  ad¬ 
dress,  city,  State,  zip  code,  and  county  in 
which  located;  date  acquired  type  and  class, 
etc.;  balance  at  cost  at  beginning  of  period; 
cash  additions  during  period;  noncash  ad¬ 
ditions  during  period  at  cost;  cash  deduc¬ 
tions  during  period;  noncash  deductions 
during  period  at  cost;  and  balance  at  cost 
at  close  of  period;  percent  of  potential  own¬ 
ership  of  the  financed  concerns  stock  the 
licensee  would  acquire  if  the  warrants,  op¬ 
tions  or  other  rights  are  exercised;  and  fair 
value  of  such  warrants,  options  and  other 
rights  as  determined  by  the  licensee’s  board 
of  directors  in  good  faith.  The  total  of  col¬ 
umns  4  through  10  are  to  be  entered 
in  column  5  of  the  Summary  of  Portfolio, 
Schedule  A. 

Show  in  column  (11)  opposite  each  financ¬ 
ing  item  the  percentage  of  the  financed 
small  business  concern’s  voting  securities 
which  can  be  obtained  by  the  licensee 
through  exercise  of  conversion  privileges 
and/or  stock  purchase  warrants  or  options. 
This  percentage  shall  be  computed  without 
giving  consideration  to  the  possibility  of 
simultaneous  exercise  of  stock  rights  by 
other  investment  interests.  Whenever  a  li¬ 
censee  considers  it  Important  to  disclose  that 
its  percentage  of  actual  and  potential  own¬ 
ership  is  affected  by  the  probable  action  of 
others  in  exercising  their  stock  rights,  a 
footnote  should  be  appended  to  the  per¬ 
centage  figure  arrived  at  by  consideration  of 
only  the  licensee’s  action.  In  such  footnote 
the  percentage  of  actual  and  potential  own¬ 
ership  giving  consideration  to  the  probable 
action  of  others  should  be  set  forth  together 
with  an  explanation  including  the  names 
of  the  other  investors  who  are  likely  to  ex¬ 
ercise  their  rights  the  percentages  of  actual 
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and  potential  ownership  they  hold,  and  the 
general  terms  of  their  stock  rights. 

An  explanatory  notation  or  footnote  shall 
be  entered  In  the  schedule  with  respect  to 
any  Investment  (or  any  Interest  therein) 
obtained  from  another  licensee.  A  similar  ex¬ 
planatory  notation  or  footnote  is  to  be  en¬ 
tered  for  each  non-cash  addition  or  deduc¬ 
tion  during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  warrants,  options,  and 
other  stock  rights  financing  on  the  last 
sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  Identifi¬ 
cation  number  of  each  listed  small  business 
concern. 

Insert  the  appropriate  Owner  Group  Code 
number,  In  parentheses,  following  the  em¬ 
ployee  identification  number  of  each  small 
business  concern.  In  column  1  enter  for  each 
listed  small  business  concern  the  four-digit 
Standard  Industrial  Classification  Code  of 
the  principal  Industry  In  which  the  concern 
is  engaged;  refer  to  the  SIC  Manual  Issued 
by  the  Office  of  Management  and  Budget. 

If  the  licensee  has  had  more  than  one  fi¬ 
nancing  in  the  same  category  outstanding  to 
the  same  small  business  concern,  each  such 
similar  financing  Bhould  be  assigned  a  fi¬ 
nancing  number  (1-2-3,  etc.)  for  identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  in  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  in  relation  to  the 
same  financing.  A  number  once  assigned  to 
a  specific  financing  of  a  small  business  con¬ 
cern  should  never  be  reassigned  to  another 
financing  in  the  same  category  to  the  same 
concern. 

In  column  (9)  Identify  each  Item 
“pledged”  or  “earmarked”  by  letter  (P)  or 
letter  (E),  as  appropriate.  Also,  identify  by 
the  letter  (V)  each  Item  qualifying  under 
the  regulations  as  venture  capital  and  by  the 
letters  (SP)  each  item  qualifying  under  the 
regulations  special  discretionary  portfolio. 
Show  the  total  of  all  venture  capital  amounts 
immediately  under  the  “Totals”  line  at  the 
foot  of  column  (9).  Show  the  total  of  all 
special  discretionary  portfolio  amounts  on 
the  last  sheet  of  this  schedule  immediately 
under  the  “Total  venture  capital.” 

6.  Schedule  6 — Details  of  certain  portfolio 
securities  listed  in  Schedule  1  through  5. 
Enter  in  this  schedule  portfolio  securities 
shown  in  Schedules  1  through  6  when  any 
one  or  more  of  the  following  conditions  exist 
with  respect  to  the  financed  concern: 

1.  New  or  additional  financing  furnished 
during  the  period,  as  shown  in  column  (5) 
and  (6)  of  Schedules  1  through  5. 

2.  The  terms  of  existing  financing  amended 
and/or  the  related  collateral  changed  during 
the  fiscal  year  to  date. 

3.  The  rescheduling,  refinancing,  or  re¬ 
funding  of  principal  and/or  the  interest  of 
any  portfolio  security,  or  conversion  of  a  de¬ 
linquent  item  during  the  period.  (Full  de¬ 
tails  on  such  events  are  to  be  furnished  in 
column  (6)  or  on  an  attached  sheet.) 

4.  Installment  payments  of  principal  and/ 
or  interest  on  loans  or  debt  securities  are  past 
due  more  than  one  year. 

5.  An  outstanding  SBA  loan,  SBA  guaran¬ 
tee  or  a  bank  loan  or  other  private  loan  to 
the  licensee’s  portfolio  concern. 

List  the  items  by  employer  identification 
number  in  column  (1)  and  identify  them  by 
name  of  small  business  concern,  type  of 
financing,  and  financing  number  in  columns 
(2),  (3),  and  (4).  In  column  (5)  show  the 
original  principal  amount  or  other  cost.  De¬ 
tails  of  the  amortization  plan  and  other 
significant  provisions  of  the  financing  in¬ 
struments,  including  a  precise  description 
of  capital  stock  of  SBCs,  shall  be  set  forth 
in  column  (6).  The  outstanding  balance  of 
any  SBA  direct  loan,  SBA  participation  loan, 


or  SBA  guaranteed  loan  to  the  licensee’s 
portfolio  concern  is  to  be  shown  in  column 
(7) .  The  licensee  is  requested  to  obtain  this 
information  from  the  portfolio  small  busi¬ 
ness  concern,  if  it  is  not  already  available 
in  the  licensee’s  office.  The  value  and  de¬ 
scription  of  collateral  are  to  be  set  forth 
in  column  (8).  Information  as  to  the  por¬ 
tion  of  such  collateral  assigned  as  security 
for  the  financing  granted  by  the  licensee  is 
required  to  be  presented  in  column  (8). 

Any  defaults  are  to  be  described  in  column 
(6)  of  Schedule  6.  Such  earmarked  or  pledged 
portfolio  securities  shall  be  identified  in  the 
schedule  by  the  letter  (E)  or  (P) ,  as  securi¬ 
ties  are  in  default  as  to  principal  or  interest 
payments,  or  as  to  any  other  covenants  in 
the  financing  agreements,  a  statement  to  that 
effect  be  placed  on  Schedule  6. 

7.  Schedule  7 — Participations  and  joint 
financings.  Show  in  this  schedule  the  financ¬ 
ings  in  which  the  reporting  licensee  par¬ 
ticipated  as  well  as  financings  made  Jointly 
by  the  reporting  licensee  and  one  or  more 
other  lenders  or  investors  during  the  period 
or  which  were  outstanding  at  any  time  dur¬ 
ing  such  period.  Identify  each  item  in  col¬ 
umn  (1)  by  the  employer  identification  num¬ 
ber  and  name  of  the  financed  small  business 
concern;  indicate  by  appropriate  letter  in 
column  (2)  the  type  of  financing  (loan,  debt 
security,  stock,  warrants,  and  options);  and 
enter  the  financing  number  in  column  (3) 
if  there  has  been  more  than  one  financing 
of  the  same  type  by  the  reporting  company 
to  the  same  small  business  concern. 

In  column  (4)  show  the  original  total 
amount  contributed  by  all  parties  in  the  par¬ 
ticipation  or  joint  financing.  The  names  of 
such  participating  or  Joint  financing  entities 
(including  the  name  of  the  reporting  li¬ 
censee)  shall  be  shown  in  column  (6)  with 
appropriate  indication  as  to  which  is  the 
initiating  (sponsoring)  entity. 

Show  in  column  (6) ,  (7) ,  or  (8) ,  as  appro¬ 
priate,  the  reporting  licensee’s  outstanding 
principal  balance,  or  other  cost,  of  participa¬ 
tion  purchased,  participation  sold,  or  Joint 
financing,  as  of  the  close  of  the  period  cov¬ 
ered  in  the  report.  Enter  in  column  (9)  a 
description  of  collateral  pertaining  to  each 
financing,  together  with  information  as  to 
the  percentage  applicable  to  each  party  and 
as  to  any  preferences  agreed  upon. 

F.  Schedule  8 — Receivables  from  debtors 
on  sale  of  assets  acquired  in  liquidation  of 
portfolio  securities.  Show  in  this  schedule, 
by  debtors,  accounts  receivable,  notes  re¬ 
ceivable,  sales  contracts,  purchase  money 
mortgages,  etc.,  carried  during  the  period  in 
account  200  “Receivables  due  from  debtors 
on  sale  of  assets  acquired  in  liquidation  of 
portfolio  securities.”  The  interest  rate  and 
other  terms  shall  be  given.  The  balances  at 
the  beginning  and  close  of  the  period  shall 
be  shown,  together  with  additions  and  de¬ 
ductions  during  such  reporting  period.  Al¬ 
lowances  for  uncollectables  based  upon  an 
evaluation  of  the  reporting  company's  por¬ 
tion  of  individual  amounts  due  shall  be  re¬ 
corded  in  column  (9)  opposite  the  name  of 
the  debtor.  Under  column  (2)  Identify  the 
assets  originally  acquired  in  liquidation  to 
which  the  amount  due  relates.  The  total  of 
column  8  should  agree  with  the  balance  of 
account  200.  The  total  of  column  9  should 
agree  with  account  203. 

G.  Schedule  9 — Assets  acquired  in  liquida¬ 
tion  of  portfolio  securities.  List  and  describe 
in  this  schedule,  by  former  debtors  (small 
business  concerns) ,  assets  carried  during  the 
period,  in  the  account  No.  204  of  the  System 
of  Account  Classification  for  assets  acquired 
in  liquidation  of  portfolio  securities.  This 
schedule  will  represent  only  the  reporting 
licensee’s  portion  of  such  assets. 

In  column  2,  fully  describe  the  assets  ac¬ 
quired.  The  balance  at  the  beginning  of  the 


reporting  period,  additions  and  deductions 
during  the  period,  and  balance  at  the  close 
of  the  period  shall  be  shown  in  columns  (3 ) , 
(4).  (5),  and  (6). 

The  fair  value,  as  determined  by  the  li¬ 
censee’s  Board  of  Directors  for  such  assets 
held  at  the  end  of  the  period  will  be  recorded 
in  column  (7).  Unrealized  depreciation  will 
be  measured  in  column  8  and  unrealized  ap¬ 
preciation  will  be  measured  in  column  9. 

The  information  contained  in  columns 
3  through  6  can  be  obtained  by  analylzng 
account  204  and  the  related  subsidiary  ac¬ 
counts.  Unrealized  depreciation,  column  8, 
can  be  obtained  from  account  206.  Unreal¬ 
ized  appreciation,  column  9,  can  be  obtained 
from  account  205. 

H.  Schedule  10 — Operating  concerns  ac¬ 
quired.  This  schedule  summarizes  certain 
information  relating  to  portfolio  concerns 
the  licensee  has  acquired  control  over  as  a 
result  of  taking  action  to  protect  its  invest¬ 
ment.  Such  concerns  are  those  that  are  op¬ 
erating;  accordingly,  the  licensee  will  dis¬ 
pose  of  all  or  at  least  controllng  Interest  of 
such  concern. 

Each  concern  acquired  iby  the  licensee  will 
be  listed  on  the  schedule  with  the  appropri¬ 
ate  information  requested.  The  source  of 
data  on  this  schedule  is  column  4  of  schedule 
10(a). 

Identify  in  column  1  the  name  and  address 
of  the  concern  acquired.  In  column  2,  show 
a  breakdown  in  the  percentage  ownership  of 
the  concern  according  to  ownership  by 
licensee,  other  SBIC,  licensee’s  associates,  and 
other. 

Columns  3  through  6  contain  information 
on  the  licensee’s  investment  in  the  concern 
on  a  cost  basis.  Column  3  is  the  balance  at 
the  beginning  of  the  period,  column  4  and  5 
represent  additions  and  deductions,  respec¬ 
tively,  during  the  period,  and  column  6  repre¬ 
sents  the  balance  at  the  end  of  the  period. 

Column  7  through  9  represent  valuation  of 
such  investments  at  the  statement  date.  Col¬ 
umn  7  represents  the  value  of  the  invest¬ 
ments  in  operating  concerns  acquired  as 
determined  by  licensee.  Column  8  represents 
valuation  below  cost  (unrealized  deprecia¬ 
tion)  and  Column  9  represents  valuation 
above  cost  (unrealized  appreciation). 

1.  Schedule  10a — Analysis  by  operating 
concern  acquired.  For  each  concern  listed  on 
Schedule  10,  a  completed  Schedule  10a  will 
be  included  in  the  Management  Report.  The 
purpose  of  this  schedule  is  to  summarize 
the  licensee’s  total  investment  in  the  con¬ 
cern  acquired  and  the  activity  with  respect  to 
that  investment.  Attached  to  the  schedule 
should  be  a  copy  of  the  latest  annual  finan¬ 
cial  statements  of  the  concern  acquired.  Also 
attached  Should  be  a  narrative  summary  as 
to  the  circumstances  surrounding  the  ac¬ 
quisition  of  the  concern  acquired  during  the 
year  of  acquisition  and  a  status  summary  as 
to  action  during  the  year  to  dispose  of  the 
licensee’s  controlling  interest  in  the  concern. 

The  heading  of  the  schedule  will  contain 
the  concerns  name  and  address,  employer’s 

I. D.  Code,  and  SIC  Code.  The  body  of  the 
schedule  will  disclose  the  licensee’s  invest¬ 
ment  according  to  loans,  debt  securities 
and/or  equity  Investments  that  were  pre¬ 
viously  reported  as  portfolio  securities  and 
will  measure  the  activity  with  respect  to  such 
investment. 

Contingent  liabilities  of  the  licensee  to  the 
concern  acquired  in  the  form  of  guarantees 
and  commitments  will  also  be  disclosed  in 
this  schedule. 

During  the  period  the  licensee’s  financings 
are  reclassified  from  portfolio  securities  to 
assets  acquired,  there  should  be  full  dis¬ 
closure  as  to  the  source  of  amounts  that 
have  been  reclassified.  Such  amounts  would 
be  non-cash  additions  during  the  period  in 
this  schedule  and  non-cash  deductions  on 
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schedules  where  amounts  were  transferred 
from. 

The  source  of  Information  contained  In 
this  schedule  can  be  found  by  analyzing  ac¬ 
tivity  In  the  accounts  as  follows.  Columns  1 
through  4  represent  funded  assets  acquired 
and  Include  loans,  debt  securities,  and  equity 
Interests.  The  Information  reposed  In  Items 
1  through  9  of  this  schedule  for  funded  as¬ 
sets  acquired  can  be  obtained  by  analyzing 
account  210  and  the  related  subsidiary  ac¬ 
counts.  Item  10,  Unrealized  Depreciation,  Is 
the  balance  of  account  212  and  the  related 
subsidiary  accounts.  Item  12,  unrealized  ap¬ 
preciation,  Is  the  balance  of  account  211  and 
the  related  subsidiary  accounts. 

The  unfounded  items,  commitments  and 
guarantees,  can  be  obtained  from  memoran¬ 
dum  accounts  Cl-15  and  Cl-16. 

I.  Schedule  11 — Other  securities.  Show  In 
this  schedule  the  securities  the  licensee  holds 
that  were  acquired  by  means  other  than  pro¬ 
viding  financing,  and  which  are  not  appro¬ 
priately  classified  as  portfolio  securities  or 
assets  acquired  In  liquidation  of  portfolio 
securities.  Such  securities  may  be  part  of  the 
considered  the  licensee  received  from  the 
sale  of  portfolio  securities  or  assets  acquired 
In  the  liquidation  of  portfolio  securities. 
They  may  also  result  from  dividends  In  kind 
from  a  portfolio  concern. 

Other  securities  should  be  grouped  by  debt 
securities  and  equity  securities. 

In  column  1,  state  the  name  of  the  con¬ 
cern  Issuing  the  securities  (In  the  case  of 
equity  securities)  or  the  debtor  (In  the  case 
of  debt  Instruments) . 

In  column  2,  describe  the  securities  and 
restrictions,  If  any.  In  the  case  of  debt  In¬ 
struments,  show  the  terms  of  repayment  and 
other  appropriate  information. 

In  column  3  through  6,  show  the  activity 
and  balances  of  the  securities  on  the  cost 
basis.  In  the  case  of  debt  instruments,  cost  is 
the  face  amount  of  the  Instrument  net  of 
unearned  discounts,  fees,  etc. 

In  column  7,  show  the  market  or  fair  value 
of  securities  as  determined  by  the  licensee’s 
Board  of  Directors. 

After  comparing  columns  6  and  7,  show 
value  below  cost  In  column  8  as  unrealized 
depreciation  and  show  value  above  cost  In 
column  9  as  unrealized  appreciation. 

The  information  contained  In  columns  3 
through  6  can  be  obtained  by  analyzing  ac¬ 
counts  220  and  221.  Unrealized  depreciation, 
column  8,  can  be  obtained  from  account  223. 
Unrealized  appreciation,  column  9,  can  be 
obtained  from  account  222. 

J.  Schedule  12:  Cash  and  Invested  Idle 
funds.  Cash  will  be  reported  on  Schedule 
12(a)  and  Invested  Idle  Funds  will  be  re¬ 
ported  on  Schedule  12(b) . 

Schedule  12(a) — Cash.  Show  cash  on  hand 
and  In  general  funds  demand  deposits;  funds 
In  Imprest  bank  accounts.  Demand  deposits 
are  balances  subject  to  withdrawal  without 
notice  and  shall  be  in  commercial  banks 
which  are  members  of  the  Federal  Deposit 
Insurance  Corporation.  Cash  Items  In  process 
of  collection  represent  those  cash  Items  which 
have  been  placed  with  banks  for  collection. 
Petty  cash  shall  represent  the  full  amount 
of  the  petty  cash  Imprest  fund.  The  amount 
shown  on  line  7  should  be  the  same  amount 
reported  on  line  14  of  the  Statement  of  Fi¬ 
nancial  Position. 

Schedule  12(b) — Invested  Idle  Funds. 
Show  In  Schedule  12b(l)  securities  owned 
which  have  been  Issued  or  guaranteed  by  the 
US.  Government,  showing  the  name  of  the 
lssurer  and  the  title  of  each  issue.  Other 
required  data,  such  as  Interest  rate,  call 
date,  maturity  date,  and  principal  amount 
at  par  at  bonds  and  notes,  may  be  obtained 
by  inspection  of  the  securities  or  from  rec¬ 
ords  of  securities  pledged.  The  cost  of  the 


securities  shall  be  shown  in  column  (6)  and 
the  current  market  value  thereof  In  column 
(7). 

Show  In  Schedule  12b(2)  funds  Invested 
In  Insured  savings  accounts  and  funds  on 
time  deposit  evidenced  by  time  certificates  of 
deposit.  Savings  accounts  shall  be  with  In¬ 
stitutions  the  accounts  of  which  are  Insured 
by  the  Federal  Savings  and  Loan  Insurance 
Corporation.  Time  deposits  shall  Include  all 
time  certificates  of  deposit  held  by  the  com¬ 
pany  in  commercial  banks  which  are  mem¬ 
bers  of  the  Federal  Deposit  Insurance  Cor¬ 
poration. 

The  amount  shown  in  Schedule  12(b)  (2) 
line  19  represents  invested  idle  funds  and 
should  be  the  same  amount  as  shown  on 
line  15  of  the  Statement  of  Financial  Position. 

The  amounts  contained  In  this  schedule 
can  be  obtained  from  the  accounts  as  follows; 

In  schedule  12(a),  item  1  is  based  on 
accounts  100  through  108,  Item  2  is  based 
on  accounts  110  through  112,  Item  3  Is  based 
on  account  118,  and  item  4  Is  based  on 
account  120. 

Schedule  12(b)  (1)  Is  based  on  account  130. 

In  schedule  12(b)(2),  columns  1  and  3 
are  based  on  accounts  131  through  134,  and 
columns  2  and  4  are  based  on  accounts  135 
through  137. 

K.  Schedule  13 — Average  cash  and  Invested 
Idle  Funds  balances  on  a  monthly  basis.  This 
schedule  Is  designed  to  measure  cash  or  cash 
items  available  for  Investment  and  Is  a  basis 
for  measuring  tfce  licensee’s  level  of  activity. 

A  monthly  average  Is  to  be  computed  which 
fairly  represents  cash  and  Invested  idle  funds 
available  during  the  month.  The  average 
amount  of  cash  available  can  usually  be  ob¬ 
tained  from  the  licensee’s  bank  statements. 
The  average  of  Invested  Idle  funds  Is  to  be  a 
“simple”  average  based  on  the  number  of 
days  in  the  month  and  giving  consideration 
to  the  liquidation  value  of  such  short-term 
securities. 

The  schedule  is  to  Include  the  18  month 
period  prior  to  the  statement  date.  Should 
there  be  cash  or  Idle  funds  that  are  encum¬ 
bered  or  restricted  (compensating  balances, 
pledged  funds,  etc.),  such  amounts  will  be 
eliminated. 

The  amounts  contained  In  the  schedule 
can  be  obtained  from  the  accounts  as  fol¬ 
lows:  Column  1,  cash,  is  based  on  accounts 
100  through  120.  Column  2,  Idle  funds,  Is 
based  on  accounts  130  through  137. 

L.  Schedule  14 — Long-term  debt.  Show  in 
this  schedule,  by  creditors,  all  obligations 
payable  representing  (1)  debentures  payable 
to  SB  A,  (2)  SBA  direct  loans,  (3)  guaranteed 
loans  purchased  by  SBA,  (4)  loans  guaranteed 
by  SBA,  (5)  loans  not  guaranteed  by  SBA, 
(6)  mortgages  payable  for  funds  borrowed, 
and  (7)  mortgages  payable  on  assets  acquired 
in  liquidation  of  portfolio  securities.  Such 
liabilities  shall  be  grouped  by  the  foregoing 
categories;  and  described  In  column  (2),  but 
subtotals  are  not  required.  Guaranteed 
loans  purchased  by  SBA  represent  loans, 
originally  financed  by  banks,  which  have  been 
transferred  to  SBA  through  reassignment, 
transfer  and  delivery  of  notes  to  SBA. 

The  interest  rate  and  other  terms  of  each 
obligation  shall  be  recorded  In  columns  (3) 
and  (4) ;  the  unpaid  balance  at  the  beginning 
of  the  fiscal  year  and  additions  and  deduc¬ 
tions  during  the  period  shall  be  shown  in 
columns  (5),  (6),  and  (7);  and  the  balance 
payable  at  the  close  of  the  period,  segregated 
between  (a)  amounts  owed  to  or  guaranteed 
by  SBA  for  funds  borrowed  and  (b)  amounts 
owed  to  others  for  funds  borrowed  and/or 
amounts  representing  mortgages  payable  on 
assets  acquired  In  liquidation  of  portfolio 
securities,  shall  be  reflected  In  columns  (8) 
and  (9).  The  information  contained  In  col¬ 
umns  5  through  9  is  based  on  accounts  300 
through  320. 


M.  Schedule  15 — Capital  stock  of  licensee. 
Furnish  In  this  schedule  a  complete  descrip¬ 
tion  of  the  company’s  capital  stock  author¬ 
ized,  capital  stock  Issued  and  outstanding, 
data  relating  to  special  transactions  Involv¬ 
ing  capital  stock. 

In  column  (1)  shall  be  described  the  type 
and  class  of  each  Issue,  such  as  common-$5 
par,  preferred  (7  percent  Series  of  1969) ,  etc. 
The  par  value  or,  for  no-par  stock,  the  stated 
value  shall  also  be  reported  In  column  (1). 

The  number  of  shares  authorized,  whether 
issued  or  not,  shall  be  reported  in  column  (2) . 

The  number  of  shares  and  amount,  at  par 
or  stated  value,  of  stock  Issued  and  not  re¬ 
tired  or  cancelled  shall  be  reported  In  col¬ 
umns  (3)  and  (4).  The  total  of  column  (4) 
shall  agree  with  Item  41  of  the  Statement  of 
Financial  Position.  The  number  of  shares 
held  as  treasury  stock  shall  be  shown  In  col¬ 
umn  (5).  Column  (6)  will  represent  the  dif¬ 
ference  between  column  (3)  and  column  (5) . 

Column  (7)  shall  be  the  amount  at  par  or 
stated  value  representing  the  number  of 
shares  outstanding  as  shown  in  column  (6) . 
The  total  of  column  (8)  shall  represent  the  ' 
amount  of  capital  stock  subscribed  at  the 
subscription  price. 

In  column  (9)  shall  be  reported  the 
amount  of  subscriptions  receivable. 

Column  (10)  shall  show  the  number  of 
shares  (other  than  those  under  option)  re¬ 
served  for  purchase  by  officers  and  employees, 
and  column  (11)  shall  show  the  number  of 
shares  reserved  to  cover  options  and  other 
rights) . 

The  Information  reported  In  this  schedule 
Is  based  on  accounts  400  through  419. 

N.  Schedule  16 — Options  on  licensee’s  capi¬ 
tal  stock.  Furnish  in  this  schedule  full  In¬ 
formation  concerning  outstanding  capital 
stock  options  which  have  been  granted  by 
the  company. 

The  holder  of  each  option  shall  be  Identi¬ 
fied  in  column  (1).  The  number  of  shares 
optioned  shall  be  shown  In  column  (2).  In 
column  (3)  shall  be  described  the  type  and 
class  of  stock  called  for  by  the  option,  such 
as  common  $5  par,  preferred  (7  percent 
Series  of  1969),  etc. 

Column  (4)  shall  show  the  grant  and  ex¬ 
piration  dates  of  each  option  and  column  (5) 
shall  set  forth  the  price  or  prices  at  which 
each  option  is  exercisable,  together  with  the 
period  during  which  each  price  applies. 

Column  (6)  shall  show  the  fair  market 
value,  per  share,  of  stock  called  for  by  each 
option,  at  the  date  the  option  was  granted. 
The  price  at  which  the  option  is  exercisable 
as  a  percentage  of  fair  market  value,  per 
share,  of  the  optioned  stock  at  the  date  of 
granting  shall  be  shown  In  column  (7) .  Col¬ 
umn  (8)  shall  set  forth  the  provisions  made 
with  respect  to  each  option  In  the  event  of 
the  optionee’s  death  or  retirement,  or  other 
circumstances. 

The  fair  market  value,  per  share,  of  stock 
called  for  at  the  date  the  option  was  granted. 
If  not  ascertainable  on  the  basis  of  actual 
market,  shall  be  as  determined  by  the  board 
of  directors  in  good  faith. 

The  information  reported  on  this  schedule 
Is  based  on  memorandum  account  OCS-1. 

O.  Schedule  17 — Shareholders,  officers,  and 
directors  of  the  licensee.  Furnish  In  this 
schedule  the  information  as  required  by  the 
form  regarding  equity  securities  Issued  by  the 
licensee  and  regarding  the  licensee’s  officers, 
directors  and  manager. 

In  column  (1)  list:  (a)  Each  person  or 
company  directly  or  Indirectly  owning,  con¬ 
trolling,  or  holding  with  power  to  vote,  6  per¬ 
cent  or  more  of  the  outstanding  voting  secu¬ 
rities  of  the  company. 

(b)  Each  person  or  company  owning  of 
record  or  being  known  to  own  beneficially 
more  than  10  percent  of  any  other  class  of 
equity  securities  of  the  company. 
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(c)  Each  officer,  director,  or  manager  of 
the  licensee.  (List  and  Identify  officers  and 
directors,  and  manager  regardless  of  whether 
or  not  they  own  any  equity  securities  of  the 
company.) 

Show  In  column  (2)  whether  each  natural 
person  listed  In  column  (1)  Is  an  officer,  di¬ 
rector,  manager  of  the  licensee  or  specific 
combination  of  any  of  the  three  and  the  total 
remuneration  for  the  period  received  by  each 
from  the  licensee.  Indicate  the  column  (3) 
the  type  of  business  in  which  each  listed  per¬ 
son  or  company  Is  engaged.  Column  (4)  shall 
show  the  title  of  each  class  of  stock  owned 
by  any  person  or  company  and  column  (5) 
shall  Indicate  whether  the  securities  of  the 
specific  class  are  owned  both  of  record  and 
beneficially,  of  record  only,  or  beneficially 
only. 

In  columns  (6),  (7),  and  (8),  respectively, 
show  the  number  of  shares  of  each  class 
owned  by  each  listed  person  or  company,  the 
total  par  or  stated  value  of  such  shares,  and 
the  percentage  of  the  total  number  of  shares 
of  this  class  outstanding  which  Is  represented 
by  the  shares  owned  by  the  particular  person 
or  company. 

Summarize  the  foregoing  Information  by 
class  of  equity  security  at  the  bottom  of  the 
schedule. 

P.  Schedule  18 — Actual  loss  experience  on 
receivable,  loans,  and  investments.  Furnish 
in  this  schedule  by  categories  shown,  the 
amount  of  loss  experienced  on  loans  and  In¬ 
vestments  as  well  as  receivables  resulting 
from  Income  realization.  The  loss  experience 
will  be  stated  by  prior  years  experience  and 
the  actual  loss  experience  during  the  cur¬ 
rent  period.  The  amounts  shall  be  rounded 
to  the  nearest  thousand. 

Schedule  18  is  the  basis  for  determining 
the  loss  experience  of  the  Industry. 

Q.  Management  certification.  The  certifica¬ 
tion  of  the  Annual  Report,  SBA  Form  468, 
shall  bear  the  signature  of  the  chief  financial 
officer  of  the  licensee,  or  other  officer  author¬ 
ized  by  the  board  of  directors  to  sign  In  the 
event  the  chief  financial  officer  is  unavailable. 
The  Corporate  Secretary  of  the  licensee  shall 
attest  by  signature  to  the  fact  that  the  min¬ 
utes  of  a  meeting  of  the  board  of  directors 
show  that  the  Annual  Report,  SBA  Form  468, 
has  been  reviewed  and  approved  by  the  board 
of  directors.  The  date  on  which  each  signa¬ 
ture  is  affixed  shall  be  shown.  All  signatures 
on  all  copies  of  the  Annual  Report,  SBA  Form 
468,  submitted  to  SBA  shall  be  original  signa¬ 
tures  In  Ink. 

8.  Appendix  C — System  of  Account 
Classification  is  added  and  reads  as  fol¬ 
lows. 

Appendix  C — System  op  Account 
Classification 

I.  Introduction. 

A.  Statement  of  policy. 

B.  Purpose  of  the  System. 

C.  Maintenance  and  retention  of  records. 

n.  Accounting  policies  and  practices. 

A.  Accrual  basis  of  accounting. 

B.  Accounting  and  reporting  loans  and  in¬ 
vestments  on  the  value  basis. 

C.  Equity  method  of  accounting. 

D.  Management  counsultlng  subsidiary. 

E.  Tax  allocation  policy. 

F.  Accounting  for  dividend  and  interest  In¬ 
come. 

G.  Profit  sharing. 

H.  Financing  discounts  and  fees. 

I.  Realization  of  gain  (loss  on  sale  of 
securities. 

J.  Unrealized  gain  (loss)  on  securities  held. 

K.  Undistributed  realized  earnings. 

L.  Accounting  for  non-monetary  transac¬ 
tion. 

1.  Loan  and  investment  transactions. 

2.  Dividends  and  “spin  offs”. 


M.  Special  policies  applying  to  301(d) 
licensees. 

1.  Interest  "subsidy”  on  debentures. 

2.  Three  percent  non-voting  preferred  stock 
purchased  by  SBA. 

3.  Capitalized  operating  expenses. 

N.  Allowances  for  losses  on  loans  and  in¬ 
vestments 

III.  Chart  of  accounts. 

A.  Account  numbering  system. 

B.  Additional  accounts. 

C.  Primary  classification  of  accounts. 

D.  Detail  chart  of  accounts. 

IV.  Description  of  accounts. 

I.  Introduction 

A.  Statement  of  policy.  Small  Business  In¬ 
vestment  Companies  (SBlCs)  licensed  by  the 
Small  Business  Administration  (SBA)  in¬ 
cluding  301  (d)  licensees  are  to  maintain  their 
books  of  account  In  accordance  with  the 
system  of  account  classification  and  account¬ 
ing  policies  herein  prescribed.  Accounting 
principles  and  practices  set  forth  herein  are 
in  accordance  with  generally  accepted  ac¬ 
counting  principles  as  set  forth  by  the  Amer¬ 
ican  Institute  of  certified  public  accountants 
for  investment  companies. 

The  system  of  account  classification  is 
adaptable  to  manual  or  machine  accounting 
procedures  employing  the  double-entry 
method  of  accounting,  and  Is  otherwise  de¬ 
signed  to  meet  the  specific  needs  of  com¬ 
panies  licensed  in  accordance  with  the  pro¬ 
visions  of  the  Small  Business  Investment 
Act  of  1958,  as  amended. 

Nothing  contained  In  this  system  of  ac¬ 
count  classification  can  or  is  intended  to 
authorize  or  approve  any  operation  or  action 
by  a  licensee,  or  any  other  action,  not  au¬ 
thorized  or  approved  by  the  Small  Business 
Investment  Act  of  1958,  as  amended,  or  the 
Rules  and  Regulations  promulgated  there¬ 
under. 

This  system  of  Account  Classification  was 
prepared  by  the  SBA.  Any  inquiries  or  com¬ 
ments  relating  to  the  system  should  be  di¬ 
rected  to  the  Staff  Accountant,  Investment 
Division,  Small  Business  Administration, 
1441  L  Street,  NW„  Washington,  D.C.  20416. 

B.  Purpose  of  the  System.  This  system  has 
been  prescribed  to  Insure  that  standard  books 
of  account  are  maintained  by  licensees  and 
that  uniform  accounting  policies  are  fol¬ 
lowed.  By  design,  the  system  is  basic  and 
may  be  expanded  by  a  licensee  if  necessary. 

C.  Maintenance  and  retention  of  records. 
The  licensee’s  books  and  records  shall  be 
maintained  at  Its  principal  place  of  busi¬ 
ness.  Books  and  records  shall  Include  its 
books  of  account,  and  other  records,  and 
memoranda  which  support  the  entries  In  Its 
books  of  account.  These  supporting  records 
shall  be  maintained  in  such  manner  as  to  be 
able  readily  to  furnish  Information  on  any 
item  Included  In  any  account.  The  books 
and  records  referred  to  herein  Include  not 
only  accounting  records  in  a  limited  tech¬ 
nical  sense,  but  other  records,  such  as  min¬ 
ute  books,  capital  stock  records,  reports,  cor¬ 
respondence,  and  memoranda  which  may  be 
useful  in  developing  the  history  of,  or  facts 
regarding,  any  transaction. 

Complete  records  of  nominal  assets  and 
contingent  liabilities  must  be  maintained. 
This  Is  especially  true  with  respect  to  (1)  out¬ 
standing  commitments  to  finance  small  busi¬ 
ness  concerns  through  loans  to  them  or  the 
acquisition  of  their  equity  securities  and  to 
make  funds  available  to  other  lenders 
through  deferred  participations,  and  (2)  out¬ 
standing  guarantees  under  which  the  com¬ 
pany  is  contingently  liable  to  lending  Institu¬ 
tions  in  connection  with  obligations  of  port¬ 
folio  concerns.  A  section  providing  for  the 
maintenance  of  appropriate  memorandum 
records  is  Included  herein,  covering  nominal 


assets,  contingent  liabilities,  options  on  the 
capital  stock  of  the  Small  Business  Invest¬ 
ment  Company,  and  the  actual  loss  experi¬ 
ence  of  the  company. 

Section  107.1102  of  SBA  rules  and  regula¬ 
tions  specifies  the  time  period  licensee’s  rec¬ 
ords  are  to  be  maintained. 

H.  ACCOUNTING  POLICIES  &  PRACTICES 

As  a  general  rule,  accounting  policies  fol¬ 
lowed  by  licensees  are  those  promulgated  by 
the  American  Institute  of  CPA’s  as  generally 
accepted  accounting  principles  and  practices. 
Certain  of  these  principles  and  practices  are 
prescribed  in  the  AICPA’s  audit  guide. 

The  significant  accounting  policies  licens¬ 
ees  are  to  follow  are  summarized  below.  The 
summary  is  intended  to  highlight  the  more 
important  accounting  policies  and  practices 
rather  than  being  an  all  inclusive  state¬ 
ment. 

A.  Accrual  basis  of  accounting.  Books  of 
account  shall  be  maintained  on  an  accrual 
basis  and,  at  the  end  of  each  month  trans¬ 
actions  shall  be  posted  to  the  General  Ledger. 
Entering  in  the  records  and  posting  to  the 
General  Ledger  of  accruals  applicable  to  each 
month  is  optional  but  all  accruals  are  to 
be  entered  in  the  records  and  posted  as  the 
end  of  the  fiscal  year,  and  as  of  such  other 
dates  as  mark  the  close  of  periods  to  be 
covered  by  interim  or  special  financial  re¬ 
ports  required  to  be  furnished  to  SBA. 

B.  Accounting  and  reporting  loans  and  in¬ 
vestments  on  the  value  basis.  Loans  and 
investments  will  be  recorded  at  cost.  How¬ 
ever,  unrealized  appreciation  or  depreciation 
of  such  securities  will  be  recognized  in  the 
accounts  and  as  such  will  result  in  fair  value 
accounting  for  loans  and  investments. 

The  practice  of  valuing  loans  and  Invest¬ 
ments  and  reflecting  in  the  accounts  the 
resulting  unrealized  gain  (loss)  on  such 
securities  held  has  been  expressed  by  the 
American  Institute  of  CPA’s  as  being  a  gen¬ 
erally  accepted  accounting  practice  for  in¬ 
vestment  companies.  Accordingly,  this  prac¬ 
tice  is  being  adopted  by  SBICs. 

The  adoption  of  this  practice  causes  un¬ 
realized  appreciation  on  loans  and  invest¬ 
ments  to  be  recognized  in  the  accounts. 
Unrealized  depreciation,  essentially  allowance 
for  losses,  has  always  been  recognized.  An 
appropriate  tax  provision  will  be  established 
for  net  unrealized  appreciation  or  depre¬ 
ciation  on  securities  held. 

C.  Equity  method  of  accounting.  The 
carrying  value  of  equity  Interests  in  unin¬ 
corporated  concerns  will  be  determined  by 
the  equity  method  of  accounting.  However, 
for  valuation  purposes,  the  fair  value  basis 
of  accounting  will  be  used  for  the  equity 
interest  in  unincorporated  concerns. 

The  equity  method  of  accounting  will  also 
apply  to  the  investment  in  301(d)  licensees. 
Accordingly,  an  SBIC’s  Investment  account 
will  be  adjusted  for  its  proportionate  share 
of  net  income  (loss)  of  such  investee  as  well 
as  dividends  paid  by  the  investee.  The  results 
will  be  an  investment  carried  at  the  book 
value  of  such  stock. 

D.  Management  consulting  subsidiary.  Ac¬ 
cording  to  5  107.601(c)  of  SBA  regulations, 
consolidated  financial  statements  are  to  be 
submitted  to  SBA  when  a  licensee  has  a  man¬ 
agement  consulting  subsidiary.  Although  no 
provision  has  been  made  in  the  system  of 
accounts  for  management  consulting  subsi¬ 
diaries,  books  of  account  are  to  be  maintained 
for  the  subsidiaries  so  as  to  properly  account 
for  its  financial  position  and  result  of  opera¬ 
tions.  Such  accounts  Bhould  also  be  compati¬ 
ble  with  this  system  of  accounts. 

Consolidated  statements  will  Include  only 
the  licensee  and  the  management  consulting 
subsidiary.  Other  subsidiaries  are  not  to  be 
reported  on  a  consolidated  basis. 
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E.  Tax  allocation  policy.  Tax  allocation 
policies  as  set  forth  in  Accounting  Principals 
Board  Opinion  No.  11,  Accounting  for  Income 
Taxes,  effective  December  31,  1967,  will  be 
followed  by  licensees  in  accounting  for  in¬ 
come  taxes. 

A  difference  between  the  amount  of  gain 
or  loss  recognized  for  tax  purposes  and  that 
recognized  for  accounting  purposes  may  con¬ 
stitute  a  timing  difference  to  be  accounted 
for  according  to  APB  Opinion  No.  11. 

Such  differences  will  result  in  either  de¬ 
ferred  credits  or  deferred  charges  to  future 
income  taxes. 

F.  Accounting  for  dividend  and  interest 
income.  1.  Dividend  Income.  As  a  general 
rule,  cash  dividends  on  investment  securities 
are  recorded  as  of  the  record  date.  Occa¬ 
sionally,  cash  distributions  represent  a  return 
of  capital  rather  than  current  income  to  the 
recipient  Licensee.  In  such  cases,  the  distri¬ 
butions  should  be  credited  to  the  investment 
account  rather  than  to  income. 

Stock  splits  and  dividends  in  stock  of  the 
same  class  as  that  owned,  are  not  recorded  as 
income  since  the  Licensee’s  equity  interest 
in  the  company  declaring  the  dividend  or 
split  has  not  changed. 

Dividends  in  kind  are  generally  recorded 
as  income  at  the  fair  value  of  the  property  re¬ 
ceived.  When  the  recipient  Licensee  has  the 
option  to  receive  cash  or  stock.  Income  should 
be  recorded  for  the  amount  of  cash  that 
could  have  been  received.  When  stock  rights 
are  received,  a  portion  of  the  cost  basis  of 
the  related  investment  may  be  allocated  to 
the  rights  on  a  pro  rata  cost  basis. 

2.  Interest  Income.  Interest  Income  will 
be  accrued  accordingly  to  terms  of  Interest 
bearing  loans  and  investments.  Interest 
will  not  be  accrued  if  the  ability  of 
the  small  business  concern  to  pay  such  ac¬ 
crued  Interest  is  doubtful.  Indicators  of  un¬ 
collectible  accrued  interest  are  when  the 
SBC  is  in  bankruptcy,  or  on  the  verge  thereof, 
or  otherwise  considered  to  be  insolvent.  Other 
indicators  are  when  principal  and/or  inter¬ 
est  payments  are  in  default  more  than  6 
months  or  when  the  Board  of  Directors  values 
the  security  below  cost  and  considers  collec¬ 
tion  to  be  doubtful. 

Unearned  premiums  or  discounts  are  an 
adjustment  of  interest  income  and  are  to  be 
amortized  over  the  stated  life  of  the  debt  in¬ 
strument  on  a  straight  line  basis. 

Interest  on  invested  idle  funds  is  usually 
accrued  on  a  monthly  basis  and  discounts  are 
an  adjustment  of  the  interest  rate. 

G.  Profit  sharing.  As  a  general  rule,  profit 
sharing  with  the  financed  concern  is  an  ad¬ 
justment  of  the  interest  rate.  An  exception 
to  this  rule  is  when  the  licensee  makes  an 
investment  in  an  unincorporated  concern 
which  takes  the  form  of  an  equity  interest 
rather  than  a  loan  and  the  financed  con¬ 
cern  treats  the  profit  sharing  as  an  equity 
distribution  rather  than  an  expense. 

H.  Financing  discounts  and  fees.  Discounts 
on  debt  instruments  resulting  from  financ¬ 
ings  made  to  small  business  concerns  are  con¬ 
sidered  an  upward  adjustment  of  the  inter¬ 
est  rate  and  are  to  be  amortized  over  the 
stated  life  of  the  Instrument  on  a  ratable 
basis.  Accordingly,  the  discount  is  considered 
earned  as  it  is  amortized. 

Fees,  as  a  general  rule,  are  considered 
earned  at  the  time  of  financing  since  they 
are  for  services  rendered  in  connection  with 
the  financing.  To  the  extent  fees  are  for 
services  to  be  rendered  in  the  future,  such 
amount  will  be  considered  unearned  until 
the  services  are  performed  at  which  time 
such  fees  will  be  considered  earned. 

I.  Realization  of  gain  (loss)  on  sale  of 
securities.  In  accordance  with  the  accrual 
basis  of  accounting,  gain  or  loss  on  sale  of 
securities  or  other  assets  of  a  licensee  will 
be  realized  at  the  time  of  sale  rather  than  at 


the  time  of  collection.  This  practice  assumes 
that  the  sale  represents  a  final  transaction, 
that  the  collectibility  of  the  gain  la  reason¬ 
ably  assured  and  that  the  earnings  process 
is  complete,  l.e.,  the  licensee  is  not  obligated 
to  perform  significant  activities  after  the  sale 
in  order  to  earn  the  gain.  Accordingly,  this 
practice  of  recognizing  gain  is  in  accordance 
with  generally  accepted  accounting  prin¬ 
ciples. 

Any  transaction  with  recourse  upon  the  li¬ 
censee  or  involving  any  understanding ,  agree¬ 
ment,  option,  privilege,  or  other  rights  to 
repurchase  by  and/or  resell  to  the  Licensee 
may  not  be  considered  as  a  final  transaction. 

Any  reacquisition  of  the  securities  by  the 
Licensee,  resulting  from  prior  agreements 
or  rights,  shall  be  construed  by  SBA  as  a 
nullification  of  the  original  sale  transaction. 

Any  gain  on  sale  of  securities  which  does 
not  qualify  as  realized  gain  in  accordance 
with  the  foregoing  shall  be  deferred  pend¬ 
ing  such  realization. 

When  part  of  the  net  sales  price  is  other 
than  cash,  gain  will  be  realized  at  the  time 
of  sale  unless  the  sale  is  not  a  final  trans¬ 
action  or  unless  collection  of  the  proceeds 
is  not  reasonably  assured.  However,  such 
non-cash  gains  will  be  restricted  in  the  sense 
that  they  will  be  unavailable  for  capitaliza¬ 
tion  or  dividend  distribution  until  converted 
to  cash.  When  collected,  application  of  cash 
will  first  be  made  to  the  recovery  of  the 
licensee’s  cost  of  securities  sold  and  then 
to  gain,  i.e.,  the  cost  recovery  method. 

Losses  are  recognized  at  the  point  of  sale 
and  are  shown  as  a  reduction  of  undistrib¬ 
uted  net  earnings  realized.  They  have  no 
effect  on  non-cash  gains. 

Cost  of  securities  sold  is  usually  the  carry¬ 
ing  value  of  such  assets  on  the  licensee's 
books.  Occasionally,  a  licensee  will  acquire 
shares  of  an  investee’s  stock  (which  shares 
are  of  the  same  class)  at  different  times  and 
prices.  The  average  cost  method  of  deter¬ 
mining  cost  of  such  securities  when  sold  is 
preferred.  If  a  basis  other  than  the  average 
cost  method  is  used,  the  difference  (if  mate¬ 
rial)  in  gain  (loss)  between  that  determined 
on  the  average  cost  method  and  that  on  the 
method  actually  used  should  be  disclosed. 

J.  Unrealized  gain  (loss)  on  securities 
held.  Unrealized  gain  (loss)  on  securities  held 
results  from  the  licensee’s  director’s  valua¬ 
tion  of  Loans  and  Investments.  Unrealized 
appreciation  represents  the  valuation  above 
cost  and  unrealized  depreciation  represents 
valuation  below  cost.  After  Considering  an 
appropriate  provision  for  taxes,  the  net 
amount  will  be  “unrealized  gain  (loss)  on 
securities  held.” 

The  Statement  of  Operations  measures  the 
realized  activities  of  a  licensee  that  can  be 
objectively  measured.  Unrealized  gain  (loss) 
on  securities  held  is  in  many  ways  a  sub¬ 
jective  determination  by  a  licensee;  there¬ 
fore,  measurement  in  a  separate  statement 
would  be  most  appropriate  with  the  final 
results  being  reflected  in  the  equity  section 
of  the  Statement  of  Financial  Position.  Ac¬ 
cordingly,  unrealized  gain  (loss)  on  securities 
held  will  be  measured  separately  in  the 
equity  accounts  rather  than  being  a  meas¬ 
urement  of  earnings.  Such  accounting  treat¬ 
ment  is  not  at  variance  with  Accounting 
Principles  Board  Opinion  No.  9,  Reporting 
the  Results  of  Operations,  issued  by  the 
AICPA  and  effective  December  31,  1966,  or 
with  accounting  practices  set  forth  in  the 
AICPA  Audit  Guide  for  Investment  Com¬ 
panies  as  applied  to  SBICs. 

K.  Undistributed  realized  earnings.  Undis¬ 
tributed  realized  earnings  will  encompass  all 
realized  earnings  whether  In  cash  or  non¬ 
monetary  receipts  such  as  notes  receivable, 
stock,  etc.  Earnings  realized  in  other  than 
cash  will  not  be  available  for  dividend  dec¬ 
laration  or  otherwise  made  available  for 


capitalization  until  converted  to  cash.  There¬ 
fore,  non-cash  gains  on  sale  of  securities 
will  be  restricted  until  converted  to  cash. 
Gain  or  loss  of  securities  held  is  unrealized 
and,  therefore,  not  measured  in  undistrib¬ 
uted  earnings. 

L.  Accounting  for  non-monetary  transac¬ 
tions.  Non-monetary  transactions  involve 
both  reciprocal  and  nonreciprocal  transfers 
of  assets  or  liabilities  not  involving  cash  be¬ 
tween  the  licensee  and  another  entry  or  per¬ 
son,  or  between  the  licensee  and  its  stock¬ 
holders.  Accounting  principals  Board  Opinion 
No.  29,  Issued  by  the  AICPA  and  effective 
October  1,  1973,  should  be  followed  by  li¬ 
censees  to  the  extent  applicable  when  ac¬ 
counting  for  non-monetary  transactions. 

1.  Loan  and  investment  transactions.  Non¬ 
monetary  exchanges  with  portfolio  concerns 
or  others  whereby  the  licensee  transfer  cer¬ 
tain  securities  or  assets  for  other  securities 
or  others  whereby  the  licensee  transfers  cer- 
where  gain  (loss)  is  realized  whether  such 
transactions  are  taxable  or  non-taxable  ex¬ 
changes.  The  accounting  basis  for  assets 
received  will  be  the  same  basis  as  assets 
transferred  and  unrealized  gain  (loss)  on 
securities  held  will  be  the  result  of  the 
valuation  process. 

2.  Dividends  and  spin-offs.  Dividends  in 
kind  are  nonreciprocal  transfers  of  non¬ 
monetary  assets  to  owners  and  should  be 
accounted  for  at  fair  value  if  such  fair  value 
is  objectively  measurable  and  would  be  clearly 
realizable  to  the  licensee  in  an  outright  sale 
at  or  near  the  time  of  distribution.  Other¬ 
wise,  the  transfer  should  be  accounted  for  at 
cost  without  realizing  a  gain  (loss).  The 
average  cost  method  will  be  used  in  deter¬ 
mining  cost  of  dividends  in  kind. 

M.  Special  policies  applying  to  301(d)  li¬ 
censees. — 1.  Interest  "subsidy"  on  debentures. 
During  the  first  five  years  on  debentures  of 
301(d)  licensees  purchased  by  SBA,  Section 
317  of  the  Small  Business  Investment  Act  of 
1958,  as  amended,  provides  for  an  effective 
rate  of  interest  that  is  3  percent  below  the 
rate  determined  pursuant  to  section  303(b) 
of  the  Act,  so  long  as  the  effective  rate 
charged  is  not  less  than  3  percent.  Before 
such  licensee  can  make  a  distribution  other 
than  to  SBA,  however,  an  amount  equal  to 
the  “subsidy”  must  be  paid  to  SBA. 

The  interest  subsidy  should  be  treated  as 
a  contingent  liability  until  it  is  known  that 
a  distribution  will  occur.  During  the  period 
such  a  determination  is  made,  the  subsidy 
should  be  recognized  as  an  expense  with  a 
corresponding  liability  being  recorded. 

2.  Three  percent  non-voting  preferred 
stock  purchased  by  SBA.  Although  consid¬ 
ered  leverage  funds,  preferred  stock  pur¬ 
chased  by  SBA  of  301(d)  licensee  is  treated 
like  other  equity  securities  for  accounting 
purposes.  Dividends  on  such  stock  receive 
the  conventional  treatment  of  dividends  and 
are  declared  and  paid  out  of  “retained 
earnings.” 

3.  Capitalized  operating  expenses.  Fre¬ 
quently,  301(d)  licensees  that  have  parent 
companies  will  be  allowed  to  increase  capital 
by  transfers  of  allocated  operating  expenses 
incurred  on  the  part  of  the  licensee  but  paid 
for  by  the  parent  company.  Another  form 
of  the  same  type  of  transaction  exists  when 
the  parent  company  increases  private  capi¬ 
tal  of  a  subsidiary  licensee  by  a  cash  transfer 
which  funds  are  designated  to  be  used  for 
budgeted  operating  expenses. 

Such  transfers  whether  monetary  or  non¬ 
monetary  will  be  expenses  rather  than  being 
treated  as  an  asset  on  the  basis  that  they 
have  no  future  value. 

N.  Allowance  for  losses  on  loans  and  in¬ 
vestments.  The  value  basis  of  accounting  does 
not  contemplate  a  general  allowance  for 
losses  on  loans  and  Investments  as  does  the 
cost  basis.  Rather,  value  accounting  requires 
the  licensee’s  Board  of  Directors  to  value 
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each  loan  and  Investment  as  of  the  state¬ 
ment  date.  Where  value  Is  determined  to  be 
lees  than  cost,  unrealized  depreciation  will 
result.  To  the  extent  that  such  unrealized 
depreciation  represents  an  expected  loss,  an 
allowance  for  losses  should  be  established.  It 
should  be  noted,  however,  that  the  adoption 
of  value  accounting  will  have  no  effect  on 
the  licensee’s  reserve  for  losses  for  tax  pur¬ 
poses  (see  I.R.C.  586) . 

As  under  the  cost  basis,  differences  In  ac¬ 
counting  Income  and  taxable  Income  will 
occur  and  will  be  measured  as  deferred  credit 
or  deferred  charge  to  future  Income  taxes. 
For  example,  a  licensee  may,  under  either 
accounting  basis,  establish  an  allowance 
for  loss  on  stock,  warrants  or  other  types  of 
equity  investments.  For  tax  purposes,  how¬ 
ever,  such  allowances  may  not  be  taken.  In 
such  cases,  the  difference  between  account¬ 
ing  for  statement  purposes  and  tax  purposes 
Is  reflected  as  a  deferred  charge.  Similarly, 
when  a  general  allowance  for  I06S  Is  estab¬ 
lished  on  loans  on  debt  securities,  Income  for 
tax  purposes  will  be  greater  than  for  state¬ 
ment  purposes  and  the  difference  will  be  re¬ 
flected  as  a  deferred  credit. 

HI.  CHART  OF  ACCOUNTS 

A.  Account  numbering  system.  This  sys¬ 
tem  provides  for  two-digit  number  designa¬ 
tions  for  major  categories  under  which  ac¬ 
counts  are  listed,  and  three-digit  number 
designations  for  Individual  general  ledger 
accounts.  The  first  two  digits  of  an  Indi¬ 
vidual  account  number  refer  to  the  major 
category  under  which  the  account  Is  classi¬ 
fied  and  the  third  digit  Identifies  the  specific 
account.  Digits  from  zero  through  nine  are 
used  to  identify  specific  accounts.  For  ex¬ 
ample,  the  first  deposit  bank  account  estab¬ 
lished  will  be  designated  “100”  and  the  sec¬ 
ond  "101.”  It  will  be  noted  that  some  cate¬ 
gories  encompass  Individual  accounts  In 
sufficient  number  to  require  assignment  of 
more  than  one  two-digit  number  to  identify 
the  category.  For  example,  “Cash  on  Hand 
and  In  Banks”  has  been  assigned  category 
numbers  “10,”  “11,”  and  “12.” 

B.  Additional  accounts.  Licensees  may  In¬ 
corporate  such  additional  accounts  into  their 
accounting  system  that  are  considered  neces¬ 
sary. 

Any  account  may  be  subdivided  provided 
that  such  subaccounts  do  not  Impair  the  in¬ 
tegrity  of  the  accounts  set  forth  in  the  pre¬ 
scribed  system.  Subaccounts  shall  refer  by 
number  and  title  to  the  accounts  which  they 
apply.  Use  of  a  decimal  system  is  required 
for  extending  the  account  numbers  to  identi¬ 
fy  such  subaccounts. 

C.  Primary  classification  of  accounts.  The 
primary  classification  of  accounts  is  as 
follows. 

GENERAL  LEDGER 

Account  Nos.:  Description 

100  to  299_ _ _  Asset  and  valuation 

accounts. 

300  to  399 _  Liability  accounts. 

400  to  499 _  Capital  accounts. 

500  to  599 _  Income  accounts. 

600  to  799 _  Expense  accounts. 

MEMORANDUM  RECORDS 

NA-10  to  NA-14_.  Nominal  assets. 

CL- 16  to  CL-17 _ Contingent  liabilities. 

stock. 

OCS-1 _  Options  on  company’s 

AL-1 _  Actual  (realized) 

losses. 

D.  Detail  chart  of  accounts.  The  detail 
chart  of  accounts  is  organized  according  to 
the  primary  classification  of  accounts  and 
Identifies  the  account  number  and  title  of 
each  account.  The  page  where  a  description 
of  the  account  can  be  found  Is  Indicated  at 
the  right  of  the  account  title. 


ASSET  AND  VALUATION  ACCOUNTS 
10-12  Cash  on  hand  and  in  banks 

100-108  Deposits  In _ bank. 

110-112  Deposits  In  imprest  account  In 
_ bank. 

118  Cash  Items  in  process  of  collection. 

120  Petty  cash  fund. 

13  Invested  idle  funds 

130  U.S.  Government  obligations,  direct  and 

fully  guaranteed. 

131  Insured  savings  accounts. 

136-137  Time  certificates  of  deposit  in 
_ bank. 

14  Receivables 

140  Notes  receivable. 

141  Accounts  receivable. 

142  Allowance  for  uncollectible  notes  and 

accounts  receivable. 

143  Accrued  Interest  receivables. 

144  Allowances  for  uncollectible  Interest 

receivable. 

145  Dividends  receivable. 

15  Current  maturities  and  other  current 
assets 

150  Current  maturities  on  portfolio  securi¬ 
ties. 

152  Current  maturities  on  assets  acquired 

in  liquidation  of  portfolio  securities. 

153  Current  maturities  on  operating  con¬ 

cerns  acquired. 

164  Current  maturities  on  other  securities. 
156  Other  current  assets. 

16  Investment  in  301(d)  licensee  _ 

160  Investment  in  301(d)  licensee. 

17  Loans  to  small  business  concerns 

170  Loans. 

171  Appreciation  of  loan  values. 

172  Depreciation  of  loan  values. 

173  Unearned  discount,  fees,  and  other 

charges  on  loans. 

18  Debt  securities  of  small  business 

concerns 

180  Debt  securities,  convertible,  and  with 
stock  purchase  warrants  or  options. 

184  Debt  securities  divested  of  stock  rights. 

186  Appreciation  of  debt  securities  of  SBCs. 

187  Depreciation  of  debt  securities  values. 

188  Unearned  discount,  fees,  and  other 

charges  on  debt  securities. 

19  Equity  interests  of  SBCs 

190  Capital  stock  of  SBCs,  convertible,  and 

with  stock  purchase  warrants  or 
options. 

191  Capital  stock  of  SBCs — other. 

192  Appreciation  of  capital  stock  of  SBCs. 

193  Depreciation  of  capital  stock  values. 

194  Equity  Interests  of  unincorporated 

concerns. 

195  Appreciation  of  equity  interests  in  un¬ 

incorporated  concerns. 

196  Depreciation  of  equity  interests  in  un¬ 

incorporated  concerns. 

197  Warrants,  options,  and  other  stock 

rights  acquired  from  SBCs. 

198  Appreciation  of  warrants,  options,  and 

other  stock  rights  acquired  from 
SBCs. 

199  Depreciation  of  warrants,  options  and 

other  stock  rights  acquired  from 
SBCs. 

20  Assets  acquired  in  liquidation  of 
portfolio  securities 

200  Receivables  from  debtors  on  sale  of 

assets  acquired  in  liquidation  of  port¬ 
folio  securities. 

203  Depreciation  in  values  of  receivables 
from  debtors  on  sale  of  assets  ac¬ 
quired  In  liquidation  of  portfolio 
securities. 


204  Assets  acquired  in  liquidation  of  port¬ 

folio  securities. 

205  Appreciation  on  assets  acquired  in 

liquidation  of  portfolio  securities. 

206  Depreciation  of  assets  acquired  In  liqui¬ 

dation  of  portfolio  securities. 

21  Operating  concerns  acquired 

210  Operating  concerns  acquired. 

211  Appreciation  of  operating  concerns  ac¬ 

quired. 

212  Depreciation  of  operating  concerns  ac¬ 

quired. 

22  Other  securities 

220  Notes  and  other  securities  received  on 

sale  of  portfolio  securities. 

221  Other  securities  received. 

222  Appreciation  of  other  securities. 

223  Depreciation  of  other  securities. 

23  Prepaid  expenses  and  deferred  charges 

230  Prepaid  expenses. 

231  Deferred  charges. 

24  Furniture  and  equipment 

240  Furniture  and  equipment. 

241  Accumulated  depreciation  on  furniture 

and  equipment. 

25  Corporate  premises  owned 

250  Corporate  premises  owned. 

251  Accumulated  depreciation  on  corporate 

premises  owned. 

252  Leasehold  improvements. 

26  Other  assets 

265  Amounts  due  from  directors,  officers, 

and  employees. 

266  Organization  costs. 

267  Funds  in  escrow. 

269  Other  assets. 

LIABILITY  ACCOUNTS 

30  Notes  and  other  obligations  payable  to 

SB  A  for  funds  borrowed 

300  Notes  payable  to  SB  A. 

301  Debentures  payable  issued  to  SB  A. 

31  Notes  and  other  obligations  payable  to 

other  than  SB  A  for  funds  borrowed 

310  Notes  payable  to  other  than  SB  A — 

guaranteed  by  SBA. 

311  Notes  payable  to  other  than  SBA — not 

guaranteed  by  SBA. 

312  Mortgages  payable  for  funds  borrowed. 

313  Mortgages  payable  on  assets  acquired  in 

liquidation  of  portfolio  securities. 

32  Notes  payable — Other 
320  Notes  payable — other. 

33  Current  maturities  of  long-term  debt 

330  Current  maturities  of  notes  and  de¬ 

bentures  payable  to  or  guaranteed  by 
SBA. 

331  Current  maturities  of  notes  and  deben¬ 

tures  payable  to  others  not  guaran¬ 
teed  by  SBA. 

34  Accounts  payable 
340  Accounts  payable. 

35  Accrued  expenses  and  other  current 
liabilities 

350  Accrued  Interest  payable. 

351  Accrued  taxes. 

354  Estimated  income  taxes  accrued. 

358  Other  current  liabilities. 

36  Dividends  payable 

360-364  Dividends  payable  on  (Type  and 
class)  capital  stock. 

37  Trust  receipts 

370  Employee  taxes  withheld. 

374  Unapplied  receipts. 

378  Miscellaneous  trust  receipts. 


FEDERAL  REGISTER,  VOL.  39,  NO.  214— TUESDAY,  NOVEMBER  5,  1974 


39212 


RULES  AND  REGULATIONS 


38  Deferred  credits 

380  Deferred  Credit  to  future  Income  taxes. 
383  Other  deferred  credits. 

39  Other  liabilities 
390  Other  liabilities. 

CAPITAL  ACCOUNTS 

40-41  Capital  stock 

400-404  (Type  and  class)  capital  stock  au¬ 
thorized. 

406-409  (Type  and  class)  unissued  capital 
stock. 

410-411  (Type  and  class)  capital  stock 
subscribed. 

413-414  Capital  stock  subscriptions  receiv¬ 
able  (type  and  class) . 

416-419  Treasury  stock  (Type  and  class) . 

42  Paid-in  surplus 
420  Paid-In  surplus. 

43-3  Percent  preferred  stock  ( 301  (d) 
licensees  only) 

430  3  percent  preferred  stock,  cumulative, 
non-voting  Issued  to  SBA. 

44  Unrealized  gain  ( loss  on  securities  held ) 

440  Unrealized  appreciation  on  loans  and 
investments. 

445  Unrealized  depreciation  on  loans  and 
Investments. 

448  Estimated  taxes  on  net  realized  gain 
(loss)  on  securities  held. 

46  Undistributed  realized  earnings 

450  Non-cash  gains  on  sale  of  securities. 

451  Undistributed  net  realized  earnings. 

46  Profit  and  loss  clearing 

460  Profit  and  Loss  summary 

461  Realized  gain  and  loss  summary  In  cash. 

462  Non-cash  realized  gain  summary. 

INCOME  ACCOUNTS 

60  Commitment  income 
500  Commitment  Income. 

51-52  Interest  income 

510  Interest  on  Invested  idle  funds. 

512  Interest  on  loans. 

516  Interest  on  debt  securities. 

520  Interest  income — other. 

53  Fee  income 

532  Management  service  fees. 

534  Investigation  and  service  fees  charged 
other  lenders. 

536  Application  and  appraised  fees. 

54  Dividends  and  other  earnings 

540  Dividends  on  capital  stock  of  SBCs. 

541  Sharings  In  income  or  revenue  of  SBCs. 

57  Gain  on  securities  and  other  assets 

570  Gain  on  U.S.  Government  securities. 

571  Gain  on  loans. 

572  Gain  on  debt  securities. 

574  Gain  on  capital  stock  of  SBCs. 

576  Gain  on  equity  Interest  of  unincorpo¬ 

rated  SBC. 

676  Gain  on  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs. 

577  Gain  on  assets  acquired  In  liquidation 

of  portfolio  securities. 

578  Gain  on  operating  concerns  acquired. 
679  Gain  on  other  assets. 

58  Miscellaneous  income 

582  Income  from  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities. 

584  Other  Income. 

EXPENSE  ACCOUNTS 

60  Commitment  expense 
600  Commitment  expense. 


61-62  Interest  expense 

610  Interest  on  obligations  payable  to  SBA. 
622  Interest  on  obligations  payable  to  other 
than  SBA. 

64  Stock  record  and  other  financial 
expenses 

642  Stock  record  and  other  financial 
expenses. 

65-67  Operating  expenses 

650  Advertising  and  promotional  costs. 

651  Appraisal  and  Investigation  costs. 

652  Auditing  and  examination  costs. 

653  Communications. 

654  Cost  of  space  occupied. 

655  Depreciation  of  corporate  premises 

owned,  furniture,  and  equipment. 

656  Amortization  of  leasehold  improve¬ 

ments. 

657  Directors’  and  stockholders’  meetings 

costs. 

658  Insurance. 

659  Management  services  fees. 

660  Investment  adviser  costs. 

661  Legal  services. 

663  Salaries. 

664  Taxes,  excluding  Income  taxes. 

665  Travel. 

670  Employee  benefits  expense. 

672  Amortization  of  organization  expense. 

679  Miscellaneous  operating  expenses. 

68  Estimated  losses  on  receivables 

680  Estimated  losses  on  receivables. 

70  Loss  on  securities  and  other  assets 

700  Loss  on  UjS.  Government  securities. 

701  Loss  on  loans. 

702  Loss  on  debt  securities. 

704  Loss  on  capital  stock  of  SBCs. 

705  Loss  on  equity  Interests  of  unincorpo¬ 

rated  concerns. 

708  Loss  on  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs. 

707  Loss  on  assets  acquired  In  liquidation 

of  portfolio  securities. 

708  Loss  on  operating  concerns  acquired. 

709  Loss  on  other  assets. 

71  Miscellaneous  expenses 

710  Expense  on  assets  acquired  In  liquida¬ 

tion  of  portfolio  securities. 

715  Other  expenses. 

72  Income  taxes 

720  Income  taxes — net  Income. 

722  Income  taxes — net  realized  gain  on 
Investments. 

MEMORANDUM  RECORDS 

Nominal  Assets 

NA-10  Stock  purchase  warrants  or  options 
on  stock  of  SBCs. 

Contingent  Liabilities 

CL- 15  Commitments  outstanding. 

CL-16  Guarantees  outstanding. 

CL-17  Other  contingent  liabilities. 

Options  on  company’s  stock 
OCS-1  Options  on  company's  stock. 

Actual  Loss  Experience 
AL-1  Actual  (realized)  losses. 

IV.  DESCRIPTION  OP  ACCOUNTS 

ASSET  AND  VALUATION  ACCOUNTS 
100-108  Deposits  in _ bank. 

These  accounts  will  represent  funds  on  de¬ 
mand  deposit  In  banks  which  are  members 
of  the  Federal  Deposit  Insurance  Corpora¬ 
tion. 

Debit: 

(a)  With  amount  of  funds  deposited. 
Credit : 


(a)  With  amount  of  funds  withdrawn,  and 
charges  made  by  bank  for  such  Items  as  dis¬ 
honored  checks,  transfer  of  funds  by  wire, 
collection,  exchange,  etc. 

110-112  Deposits  in  imprest  account 
in _ bank. 

These  accounts  will  represent  funds  on 
demand  deposit  In  imprest  bank  aocounts  to 
be  drawn  upon  for  the  payment  of  operating 
expenses  and  to  be  reimbursed  periodically 
through  deposit  therein  of  a  check  requiring 
dual  signatures  and  drawn  on  the  company’s 
general  funds  bank  account. 

Debit: 

(a)  With  amount  of  funds  deposited. 

Credit: 

(a)  With  amount  of  funds  withdrawn. 

1 18  Cash  items  in  process  of  collection. 

This  account  will  represent  the  amount  of 
cash  Items  placed  with  banks  for  collection. 

Debit: 

(a)  With  amount  of  such  Items  placed 
with  banks  for  collection. 

Credit: 

(a)  With  amount  of  items  collected. 

(b)  With  amount  of  uncollected  Items  re¬ 
turned  or  withdrawn. 

120  Petty  cash  fund. 

This  account  will  represent  the  Imprest 
petty  cash  fund  maintained  for  the  purpose 
of  making  small  disbursements. 

Debit: 

(a)  With  amount  placed  In  the  fund  when 
established. 

(b)  With  amount  of  Increase  In  the  fund. 
Credit : 

(a)  With  amount  of  decrease  In  the  fund. 
Note:  The  petty  cash  fund  may  be  reim¬ 
bursed  and  expenditures  recorded  as  often 
as  circumstances  require,  but  must  be  re¬ 
imbursed  at  the  close  of  the  company’s  fiscal 
year.  Checks  to  replenish  the  fund  will  be 
drawn  on  a  general  fund  bank  account  and 
Include  "petty  cash”  as  a  payee.  Debits 
totaling  the  amount  of  this  replenishment 
should  be  made  concurrently  to  the  appropri¬ 
ate  accounts. 

130  United  States  Government  obligations, 
direct  and  fully  guaranteed. 

This  account  will  represent  the  cost  of 
temporary  investments  made  from  general 
cash  funds  In  direct  obligations  of  the  United 
States  Government  and  obligations  guar¬ 
anteed  as  to  principal  and  Interest  by  the 
United  States  Government.  When  United 
States  Government  Savings  Bonds  redeem¬ 
able  at  par  value  on  maturity  are  purchased 
at  less  than  face  value,  the  Increase  In  re¬ 
demption  value  may  be  periodically  charged 
to  this  account  with  concurrent  credit  to 
account  No.  510 — Interest  on  Invested  idle 
funds. 

Debit: 

(a)  With  cost  of  such  securities  acquired. 

(b)  With  Increase  In  redemption  value  of 
United  States  Savings  Bonds. 

Credit: 

(a)  With  redemption  value  of  United 
States  Savings  Bonds  redeemed. 

(b)  With  cost  of  such  securities  sold  or 
disposed  of  otherwise. 

Note:  Increase  In  value  over  cost  of  United 
States  Treasury  bills,  which  are  Issued  at  a 
discount  and  are  noninterest  bearing,  will 
not  be  reflected  In  this  account  but  will  be 
debited  to  account  No.  143 — Accrued  Interest 
receivable,  with  concurrent  credit  to  account 
No.  610 — Interest  on  Invested  Idle  funds. 

( See  accounts  Nos.  570  and  700) 

131  Insured  savings  accounts. 

This  account  will  Include  the  balances  in 
subaccounts  Nos.  181.1,  131.2,  etc. 

131.1  Insured  savings  in _ 
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This  account  will  represent  funds  Invested 
In  an  Insured  savings  account  (up  to  the 
amount  of  the  Insurance)  In  an  Institution 
the  accounts  of  which  are  insured  by  the 
Federal  Savings  and  Loan  Insurance  Corpora¬ 
tion. 

Debit: 

(a)  With  amount  of  funds  Invested. 

(b)  With  amount  of  dividends  earned  on 
such  invested  funds. 

Credit: 

(a)  With  amount  of  funds  withdrawn. 
135-137  Time  certificates  of  deposit  in 
-  bank. 

These  accounts  will  represent  funds  In 
Time  Certificates  of  Deposit,  maturing  not 
later  than  one  year  after  Issuance,  In  banks 
which  are  members  of  the  Federal  Deposit 
Insurance  Corporation, 

Debit: 

(a)  With  amount  of  funds  deposited. 
Credit: 

(a)  With  amount  of  funds  withdrawn. 

140  Notes  receivable. 

This  account  will  represent  the  unpaid 
balance  of  miscellaneous  notes  receivable, 
such  as  notes  for  management  consulting 
services.  Notes  representing  amounts  due 
from  debtors  on  sale  of  assets  acquired  In 
liquidation  of  portfolio  securities  will  be  re¬ 
flected  In  account  No.  200. 

Debit: 

(a)  With  amount  of  such  miscellaneous 
notes  received. 

Credit: 

(a)  With  amount  collected  on  principal  of 
such  miscellaneous  notes. 

(b)  With  unpaid  principal  balance  writ¬ 
ten  off  or  disposed  of  otherwise. 

Note:  Recording  as  income  of  amounts 
entered  In  this  account  should  be  discon¬ 
tinued  with  respect  to  any  small  business 
concern  which  is  In  bankruptcy,  or  on  the 
verge  thereof,  or  otherwise  considered  to  be 
Insolvent.  The  amounts  In  question  should 
be  credited  as  deferred  income  In  account 
No.  383 — other  deferred  credits,  pending  de¬ 
termination  of  the  appropriate  accountlhg. 
In  less  serious  situations,  when  the  debtor 
small  business  concern .  is  In  default  more 
than  6  months  to  the' licensee,  or  the  fair 
value  of  its  debt  or  equity  instruments  held 
by  the  company,  as  determined  by  the  Board 
of  Directors,  Is  less  than  cost,  or  recovery 
thereon  Is  doubtful,  an  addition  to  the  allow¬ 
ance  for  uncollectible  notes  and  accounts  re¬ 
ceivable  should  be  made  in  an  amount  equiv¬ 
alent  to  the  receivable  entered  In  this 
account,  or,  as  an  alternative,  the  receivable 
recorded  as  an  asset  should  be  concurrently 
credited  as  deferred  Income  to  account  No. 
383  as  above  Indicated. 

(See  account  No.  142) 

141  .  Accounts  receivable. 

This  account  will  represent  the  amount 
due  on  open  account  for  management  con¬ 
sulting,  appraisal,  and  miscellaneous  services 
rendered;  and  miscellaneous  current  receiv¬ 
able. 

The  account  also  will  Include  the  amount 
of  accrued  compensation  receivable  for  serv¬ 
ices  rendered  to  "participating”  companies 
and  the  amount  of  accrued  commitment  fees 
receivable  for  making  funds  available  on  a 
deferred  basis  to  small  business  concerns 
and  to  "Initiating”  companies  In  connection 
with  the  latter’s  financing  of  small  business 
concerns. 

Accounts  receivable  representing  receiva¬ 
bles  due  from  debtors  on  sale  of  assets  ac¬ 
quired  in  liquidation  of  portfolio  securities 
will  be  reflected  In  account  No.  200. 

Debit: 

(a)  With  amount  due  the  company. 


Credit: 

(a)  With  amount  collected. 

(b)  With  amount  written  off  or  disposed 
of  otherwise. 

Note:  Recording  as  Income  of  amounts 
entered  In  this  account  should  be  discon¬ 
tinued  with  respect  to  any  small  business 
concern  which  Is  In  bankruptcy,  or  on  the 
verge  thereof,  or  otherwise  considered  to  be 
insolvent.  The  amounts  in  question  should 
be  credited  as  deferred  Income  In  account 
No.  383 — Other  deferred  credits,  pending  de¬ 
termination  of  the  appropriate  accounting. 
In  less  serious  situations,  when  the  debtor 
small  business  concern  Is  In  default  more 
than  6  months  to  the  licensee,  or  the  fair 
value  of  its  debt  or  equity  Instruments  held 
by  the  company,  as  determined  by  the  Board 
of  Directors,  Is  less  than  cost,  or  recovery 
thereon  Is  doubtful,  an  addition  to  the  allow¬ 
ance  for  uncollectible  notes  and  accounts  re¬ 
ceivable  should  be  made  in  an  amount  equiv¬ 
alent  to  the  receivable  entered  In  this 
account,  or,  as  an  alternative,  the  receivable 
recorded  as  an  asset  should  be  concurrently 
credited  as  deferred  Income  to  account  No. 
383  as  above  indicated. 

(See  account  No.  142) 

142  Allowance  for  uncollectible  notes  and 
accounts  receivable. 

This  account  win  represent  the  valuation 
reserve  provided  for  estimated  losses  on  notes 
and  accounts  receivable  and  should  be  main¬ 
tained  in  an  amount  not  less  than  a  con¬ 
servative  estimate  of  probable  losses.  This 
valuation  reserve  will  be  adjusted  as  occasion 
demands,  so  that  this  account  wil  reflect  the 
best  available  estimate  of  probable  losses  on 
notes  and  accounts  receivable. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 

(b)  With  amount  of  notes  and  accounts 
receivable  written  off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  Increase  In  such 
reserve. 

(c)  With  amount  of  recoveries  on  notes 
and  accounts  receivable  written  off. 

Note:  When  a  note  receivable  or  an  ac¬ 
count  receivable  Is  recorded  with  respect  to 
any  debtor  small  business  Is  In  default  more 
than  6  months  to  the  licensee,  or  the  fair 
value  of  whose  debt  or  equity  Instruments 
held  by  the  company,  as  determined  by  the 
Board  of  Directors,  Is  less  than  cost,  or  re¬ 
covery  thereon  Is  doubtful,  an  addition  to  the 
allowance  for  uncollectible  notes  and  ac¬ 
counts  receivable  reflected  In  this  account 
should  be  made  in  an  amount  equivalent  to 
the  recorded  receivable,  or,  as  an  alternative, 
the  amount  of  the  receivable  recorded  as  an 
asst  should  be  concurrently  credited  as  de¬ 
ferred  Income  In  account  No.  383 — Other 
deferred  credits,  pending  determination  of 
the  appropriate  accounting. 

(See  accounts  Nos.  140,  141  and  680) 

143  Accrued  interest  receivable. 

This  account  will  represent  the  amount  of 
Interest  accrued  on  portfolio  loans  to  and 
debt  securities  of  small  business  concerns, 
United  States  Government  obligations,  direct 
and  fully  guaranteed,  notes  receivable,  sales 
contracts,  and  other  Interest-bearing 
amounts  due  from  debtors,  Including  funds 
placed  In  escrow  pending  the  closing  of 
financing  and  assets  acquired  In  liquidation 
of  portfolio  securities  as  well  as  Interest 
accrued  on  other  securities. 

Debit: 

(a)  With  amount  of  Interest  accrued  on 
all  items  covered  by  this  account. 


Credit: 

(a)  With  amount  of  Interest  payments 
received. 

(b)  With  amount  of  accrued  Interest 
transferred  to  assets  acquired  In  liquidation 
of  loans  and  debt  securities. 

(c)  Upon  disposition  of  interest-bearing 
obligations,  with  amount  of  accrued  Interest 
thereon  Included  In  this  account. 

(d)  With  amount  of  accrued  interest 
written  off  or  disposed  of  otherwise. 

Note  1:  At  the  option  of  the  company, 
interest  payments  received  In  cash  from 
debtors  prior  to  the  Interest  maturity  date 
may  be  credited  to  account  No.  374 — Un¬ 
applied  receipts,  until  the  maturity  date. 

Note  2 :  Accrual  of  interest  receivable 
should  be  discontinued  with  respect  to  any 
loan  or  debt  security  financing  a  small  busi¬ 
ness  concern  which  Is  In  bankruptcy,  or  on 
the  verge  thereof,  or  otherwise  considered 
to  be  Insolvent.  Any  Interest  payments  re¬ 
ceived  from  such  a  debtor  should  not  be 
treated  as  interest  Income,  but  should  be 
either  credited  as  payments  on  principal  of 
the  debt  or  credited  as  deferred  Income  in 
account  No.  383 — Other  deferred  credits, 
pending  determination  of  the  appropriate  ac¬ 
counting.  In  less  serious  situations,  when 
interest  receivable  is  accrued  under  circum¬ 
stances  In  which  the  financed  small  business 
concern  13  in  default  to  the  licensee;  or  the 
fair  value  of  the  loan  or  debt  security  as 
determined  In  good  faith  by  the  Board  of  Di¬ 
rectors  Is  less  than  cost,  or  recovery  thereon 
is  doubtful,  an  addition  to  the  allowance  for 
uncollectible  Interest  receivable  should  be 
made  In  an  amount  equivalent  to  the  accrual 
of  Interest  receivable,  or,  as  an  alternative, 
the  Interest  income  should  be  deferred  In 
account  No.  383  as  above  Indicated. 

(See  account  No.  144) 

144  Allowance  for  uncollectible  interest 
receivable. 

This  account  will  represent  the  valuation 
reserve  provided  for  estimated  losses  of  ac¬ 
crued  interest  receivable,  and  should  be 
maintained  In  an  amount  not  less  than  a 
conservative  estimate  of  probable  losses.  This 
valuation  reserve  will  be  adjusted  as  occasion 
demands,  so  that  this  account  will  reflect 
the  best  available  estimate  of  probable  losses 
of  accrued  interest  receivable. 

Debit: 

(a)  With  amount  of  decreases  in  such  re¬ 
serve. 

(b)  With  amount  of  accrued  Interest  re¬ 
ceivable  written  off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  Increases  In  such  re¬ 
serve. 

(c)  With  amount  of  recoveries  of  accrued 
Interest  receivable  written  off. 

Note:  When  Interest  receivable  is  accrued 
under  circumstances  In  which  the  financed 
small  business  concern  Is  In  default  over  six 
months  to  the  licensee,  or  the  fair  value  of 
the  loan  or  debt  security  as  determined  in 
good  faith  by  the  Board  of  Directors  Is  less 
than  cost,  or  recovery  thereon  is  doubtful, 
an  addition  to  the  allowance  for  uncolletible 
Interest  receivable  reflected  in  this  account 
should  be  made  in  an  amount  equivalent  to 
the  accrual  of  interest  receivable,  or,  as  an 
alternative,  the  Interest  Income  should  be 
deferred  in  account  No  383 — Other  deferred 
credits,  pending  determination  of  the  ap¬ 
propriate  accounting. 

(See  accounts  Nos.  143  and  680) 

145  Dividends  Receivable. 

This  account  will  represent  cash  dividends 
that  have  been  declared  on  capital  stock  of 
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•mall  business  concerns  but  have  not  been 
distributed  to  stockholders. 

Debit: 

(a)  With  amount  due  the  licensee  of  cash 
dividend  declared. 

Credit: 

(a)  With  amount  distributed  to  the  licen¬ 
see  of  the  dividend  declared. 

(See  account  640) 

Note  1:  Stock  splits  or  dividends  in  stock 
of  the  same  class  as  that  owned  are  not  re¬ 
corded  as  dividend  receivable  and  also  in¬ 
come  because  the  licensee's  equity  Interest 
in  the  company  declaring  the  dividend  or 
split  has  not  changed. 

Therefore,  stock  splits  or  dividends  will  be 
measured  in  the  appropriate  investment  ac¬ 
count. 

(Account  190  or  191) 

Note  2 :  Dividends  in  kind  will  be  recorded 
as  income  at  the  fair  market  value  of  the 
securities  received  and  will  be  recorded  in 
account  no.  221,  Other  securities  received. 

150  Current  Maturities  of  Portfolio  Se¬ 
curities. 

This  account  will  represent  the  principal 
amounts  due  the  licensee  on  a  cost  basis 
of  loans  and  debt  securities  of  small  business 
concerns  that  are  reasonably  expected  to  be 
collected  in  the  normal  course  of  business  in 
the  next  12  months  of  operations. 

Debit: 

(a)  With  amount  due  the  licensee  during 
the  current  year. 

Credit: 

(a)  With  amount  of  current  maturities 
collected  by  the  licensee. 

(b)  With  amount  not  considered  collecti¬ 
ble  on  a  current  basis  and  restored  to  loan 
or  debt  security  accounts. 

(See  accounts  Nos.  170,  180,  and  184) 

152  Current  Maturities  on  Assets  Acquired 
in  Liquidation  of  Portfolio  Securities. 

This  account  will  represent  the  current 
principal  amounts  due  the  licensee  on  a  cost 
basis  of  amounts  due  from  debtors  on  sale 
of  assets  acquired;  or  the  current  principal 
amounts  of  their  debt  instruments  that  are 
classified  as  assets  acquired  in  liquidation  of 
portfolio  securities. 

This  account  will  represent  only  those 
amounts  reasonably  expected  to  be  collected 
in  the  normal  course  of  business  in  the  next 
12  months  of  operations. 

Debit: 

(a)  With  amount  due  the  licensee  during 
the  current  year. 

Credit : 

(a)  With  amount  of  current  maturities 
collected  by  the  licensee. 

(b)  With  amount  not  considered  collecti¬ 
ble  on  a  current  basis  and  restored  to  the 
appropriate  asset  acquired  in  liquidation  of 
portfolio  securities  account. 

(See  accounts  Nos.  200,  204.) 

153  Current  Maturities  on  Operating  Con¬ 
cerns  Acquired. 

This  account  will  represent  the  principal 
amounts  due  the  licensee  on  a  cost  basis  of 
debt  Instruments  classified  as  operating  con¬ 
cerns  acquired  that  are  reasonably  expected 
to  be  collected  in  the  normal  course  of  busi¬ 
ness  in  the  next  12  months  of  operations. 
Debit: 

(a)  With  amount  due  the  licensee  during 
the  current  year. 

Credit: 

(a)  With  amount  of  current  maturities 
collected  by  the  licensee. 

(b)  With  amount  not  considered  collecti¬ 
ble  on  a  current  basis  and  restored  to  other 
securities  accounts. 

(See  account  No.  210) 


154  Current  Maturities  on  other  Securi¬ 
ties. 

This  account  will  represent  the  principal 
amounts  due  the  licensee  on  a  cost  basts  of 
debt  instruments  classified  as  "other  securi¬ 
ties”  that  are  reasonably  expected  to  be  col¬ 
lected  in  the  normal  course  of  business  In 
the  next  12  months  of  operations. 

Debit: 

(a)  With  amount  due  the  licensee  during 
the  current  year. 

Credit: 

(a)  With  amount  of  current  maturities 
collected  by  the  licensee. 

(b)  With  amount  not  considered  collecti¬ 
ble  on  a  current  basis  and  restored  to  other 
securities  accounts. 

(See  accounts  Nos.  220  and  221) 

156  Other  current  assets. 

This  account  will  represent  current  assets 
not  otherwise  classified  of  the  licensee  that 
are  expected  to  be  converted  to  cash  or  ex¬ 
pensed  in  the  normal  course  of  business  in 
the  next  twelve  months. 

Debit: 

(a)  With  amount  of  such  asset. 

Credit: 

(a)  With  amount  collected. 

(b)  With  the  proportionate  amount  allo¬ 
cated  to  the  period  as  an  expense. 

160  Investment  in  301  (d)  Licensee. 

This  account  will  represent  the  licensee’s 
investment  in  capital  stock  of  a  special  pur¬ 
pose  SBIC.  The  account  will  be  maintained 
on  the  equity  method  of  accounting  basis 
and  will  show  licensee’s  investment  after 
considering  proportionate  share  of  realized 
income  (Ices)  of  the  301(d)  licensee’s  opera¬ 
tions  and  dividends  declared  by  the  301(d) 
licensee. 

Debit: 

(a)  With  cost  of  capital  stock  of  such 
301(d)  licensee. 

(b)  With  the  licensee’s  proportionate  share 
of  the  301(d)  licensees: 

(1)  Net  investment  Income  and 

(2)  Net  realized  gain  on  sale  of  securities. 

Credit: 

(a)  With  the  licensee’s  proportionate  share 
of: 

(1)  Net  investment  loss. 

(2)  Net  realized  loss  on  sale  of  securities. 

(b)  With  the  licensee’s  proportionate  share 
of  cash  dividends  or  dividends  in  kind  at  fair 
value. 

(c)  With  the  value  on  equity  basis  of  stock 
in  301(d)  licensee  when  sold. 

170  Loans. 

This  account  will  represent  the  unpaid 
principal  balance  of  loans  made  to  small 
business  concerns  pursuant  to  section  305 
of  the  Small  Business  Investment  Act  of  1958, 
as  amended. 

Debit: 

(a)  With  face  amount  of  direct  loans. 

(b)  With  portion  retained  by  company  of 
loans  in  which  participations  are  sold  to 
others. 

(c)  With  amount  of  participations  in  loans 
of  others. 

(d)  With  unpaid  principal  of  loans  repre¬ 
sented  by  renewal  notes  accepted  or  notes 
taken  in  substitution  for  those  held. 

(e)  With  reversal  of  prior  credits  when 
checks  received  representing  repayments  are 
dishonored,  etc. 

Credit: 

(a)  With  amount  collected  on  face  amount 
of  direct  loans. 

(b)  With  company’s  share  of  amount  col¬ 
lected  on  principal  of  loans  In  which  par¬ 
ticipations  are  sold  to  others. 


(c)  With  amount  by  which  participations 
in  loans  of  others  are  reduced  by  repayments 
transmitted  by  the  "initiating”  company. 

(d)  With  unpaid  principal  of  loans  repre¬ 
sented  by  notes  renewed  or  for  which  other 
notes  have  been  substituted. 

(e)  With  amount  transferred  to  assets  ac¬ 
quired  in  liquidation  of  portfolio  securities. 

(f)  With  unpaid  principal  of  loans  written 
oil  or  disposed  of  otherwise. 

Note  1:  A  participation  is  defined  as  an 
undivided  interest  shared  with  one  or  more 
other  lenders  or  Investors  in  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  instrument 
evidencing  a  loan  to,  or  equity  financing  of,  a 
small  business  concern. 

Note  2 :  It  is  assumed  that  in  all  loan  par¬ 
ticipation  arrangements  the  “initiating” 
company  will  service  the  loans. 

Note  3 :  It  is  recommended  that  Individual 
loan  ledger  cards  or  sheets  be  maintained  for 
all  loans.  Such  ledger  cards  or  sheets  should 
contain  the  detailed  Information  needed  for 
account  No.  173 — Unearned  discount,  fees, 
and  other  charges  on  loans. 

(See  accounts  Nos.  171  and  172.) 

171  Appreciation  of  loan  values. 

This  account  will  represent  the  amount  by 
which  the  lincensee’s  Board  of  Directors  has 
valued  loans  above  cost. 

Debit: 

(a)  With  amount  of  such  appreciation  rec¬ 
ognized. 

(b)  With  amount  of  Increases  In  Buch  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  in  amount  of  such  ap¬ 
preciation  resulting  from  decline  in  fair 
value  of  loans. 

(b)  With  amount  of  appreciation  attribut¬ 
able  to  loans  sold  or  otherwise  disposed  of. 

(See  account  No.  440) 

Note:  See  Note  1  to  account  172. 

172  Depreciation  of  loan  values. 

This  account  will  represent  the  downward 
valuation  of  loans  and  should  be  maintained 
in  an  amount  not  less  than  a  conservative  es¬ 
timate  of  probable  losses.  This  valuation  re¬ 
serve  will  be  adjusted  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 

(b)  With  amount  of  such  loans  written 
off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such 
reserve. 

(c)  With  amount  of  recoveries  on  such 
loans  written  off. 

(See  accounts  Nos.  170  and  445) 

Note:  Usually,  this  account  will  be  sub¬ 
divided  into  at  least  two  accounts: 

172.1  Allowance  for  Losses — which  rep¬ 
resents  losses  the  licensee  expects  to  realize 
on  specific  loans. 

172.2  Other  Depreciation  of  Loan  Values — 
which  represents  the  Board  of  Directors 
downward  valuation  of  specific  loans.  How¬ 
ever,  if  securities  are  held  to  maturity,  no 
loss  would  be  expected.  An  example  would  be 
money  mortgage  discounts. 

173  Unearned  discount,  fees,  and  other 
charges  on  loans. 

This  account  will  represent  the  amount 
of  unearned  discount,  fees,  and  other  charges 
Included  in  the  face  amount  of  loans  made 
to  small  business  concerns  pursuant  to  sec¬ 
tion  305  of  the  Small  Business  Investment 
Act  of  1958,  as  amended,  and  which  is  with¬ 
held  from  disbursements  to  such  small  busi¬ 
ness  concerns. 


FEDERAL  REGISTER,  VOL.  39,  NO.  214 — TUESDAY,  NOVEMBER  5,  1974 


Debit: 

(a)  With  amount  of  unearned  discount, 
fees,  and  other  charges  Included  In  the  face 
amount  of  loans,  but  withheld  from  disburse¬ 
ments  to  dentor  small  business  concerns, 
which  becomes  earned  through  collection  or 
passage  of  time. 

(b)  With  amount  earned  of  that  portion 
of  unearned  discount,  fees,  and  other  charges 
Included  In  the  face  amount  of  loans,  but 
withheld  from  disbursements  to  debtor  small 
business  concerns,  which  Is  retained  by  the 
company  In  connection  with  loans  partici¬ 
pated  In  by  other  lenders  (the  amount  to  be 
recorded  becomes  earned  through  collection 
or  passage  of  time) . 

(c)  With  amount  earned  of  that  portion 
of  unearned  discount,  fees,  and  other  charges 
Included  In  the  face  amount  of  loans,  but 
withheld  from  disbursements  to  debtor 
small  business  concerns,  which  Is  assigned 
to  the  company  in  connection  with  Its  par¬ 
ticipations  in  loans  of  other  lenders  (the 
amount  to  be  recorded  becomes  earned 
through  collection  or  passage  of  time). 

(d)  With  amount  of  unearned  discount, 
fees,  and  other  charges  included  In  the  face 
amount  of  loans,  but  withheld  from  dis¬ 
bursements  to  debtor  small  business  con¬ 
cerns,  which  Is  rebated  to  borrowers  upon 
early  repayment  of  loans,  or  Is  closed  Into 
the  asset  account  upon  liquidation  of  loans 
at  less  than  full  amount. 

Credit: 

(a)  With  amount  of  unearned  discount, 
fees,  and  other  charges  Included  In  the  face 
amount  of  loans  but  withheld  from  disburse¬ 
ments  to  debtor  small  business  concerns. 

(b)  With  portion  retained  by  the  company 
of  total  amount  of  unearned  discount,  fees, 
and  other  charges  Included  In  the  face 
amount  of  loans,  but  withheld  from  disburse¬ 
ments  to  debtor  small  business  concerns,  In 
connection  with  loans  participated  In  by 
other  lenders. 

(c)  With  portion  assigned  to  the  company 
of  total  amount  of  unearned  discount,  fees, 
and  other  charges  Included  In  the  face 
amount  of  loans,  but  withheld  from  dis¬ 
bursements  to  debtor  small  business  con¬ 
cerns,  In  connection  with  Its  participations 
in  loans  of  other  lenders. 

Note  1:  A  participation  Is  defined  as  an 
undivided  interest  shared  with  one  or  more 
other  lenders  or  investors  In  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  instru¬ 
ment  evidencing  a  loan  to,  or  equity  financ¬ 
ing  of,  a  small  business  concern. 

Note  2:  Unearned  discount  in  this  account 
will  be  transferred,  as  appropriate  to  account 
No.  512 — Interest  on  loans,  as  it  becomes 
earned,  and  unearned  fees  and  other  charges 
will  be  transferred  to  account  No.  536 — ap¬ 
plication  and  appraisal  fees,  under  similar 
circumstances. 

Note  3:  Any  fees  and  other  charges  con¬ 
sidered  earned  Immediately  upon  closing  of 
loans  will  be  recorded  In  the  Income  account 
at  once  without  first  being  entered  in  this 
account. 

Note  4:  Appropriate  subsidiary  records 
should  be  maintained  for  all  unearned 
amounts  Included  In  this  account  to  permit 
Identification  of  such  amounts  with  the 
particular  loans  to  which  they  relate. 

180  Debt  securities,  convertible,  and  with 
stock  purchase  warrants  or  options. 

This  account  will  represent  the  unpaid 
principal  balance  of  small  business  concerns’ 
debt  securities,  convertible,  and  with  at¬ 
tached  stock  purchase  warrants  or  options, 
acqrilred  by  the  company  pursuant  to  section 
304  of  the  Small  Business  Investment  Act 
of  1958,  as  amended.  If  the  stock  purchase 
warrants,  options,  or  other  stock  rights  have 
a  separate  purchase  cost,  or  If  a  separate 
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cost  has  otherwise  been  determined  for  them, 
the  warrants,  options,  or  other  stock  rights 
will  be  reflected  at  such  cost  In  account  No. 
197. 

Debit: 

(a)  With  face  amount  of  debt  securities, 
convertible,  and  with  stock  purchase  war¬ 
rants  or  options,  acquired. 

(b)  With  portion  retained  by  company  of 
debt  securities,  convertible,  and  with  stock 
purchase  warrants  or  options.  In  which  par¬ 
ticipations  are  sold  to  others. 

(c)  With  amount  of  participations  In  pur¬ 
chases  by  others  of  debt  securities,  converti¬ 
ble,  and  with  stock  purchase  warrants  or 
options. 

(d)  With  reversal  of  prior  credits  when 
checks  received  representing  repayments  are 
dishonored,  etc. 

Credit: 

(a)  With  amount  collected  on  face  amount 
of  debt  securities,  convertible,  and  with  stock 
purchase  warrants  or  options. 

(b)  With  company’s  share  of  amount  col¬ 
lected  on  principal  of  debt  securities,  con¬ 
vertible,  and  with  stock  purchase  warrants  or 
options,  in  which  participations  are  sold  to 
others. 

(c)  With  amount  by  which  participations 
in  purchases  by  others  of  debt  securities, 
convertible,  and  with  stock  purchase  war¬ 
rants  or  options,  are  reduced  by  repayments 
transmitted  by  the  “initiating”  company. 

(d)  With  unpaid  principal  of  debt  securi¬ 
ties,  convertible,  and  with  stock  purchase 
warrants  or  options,  or  portions  thereof,  con¬ 
verted  Into  capital  stock. 

(e)  With  unpaid  principal  of  debt  securi¬ 
ties,  convertible,  and  with  stock  purchase 
warrants  or  options,  which  have  been  di¬ 
vested  of  stock,  rights  through  (1)  the  ex¬ 
piration  of  the  conversion  privilege,  (2)  the 
exercise  or  the  expiration  of  rights  conveyed 
by  nondetachable  or  detachable  stock  pur¬ 
chase  warrants  or  options,  or  (3)  the  detach¬ 
ment  of  detachable  stock  purchase  warrants 
or  options. 

(f)  With  unpaid  principal  of  debt  securi¬ 
ties,  convertible,  and  with  stock  purchase 
warrants  or  options,  transferred  to  assets  ac¬ 
quired  in  liquidation  of  loans  and  debt 
securities. 

(g)  With  unpaid  principal  of  debt  securi¬ 
ties,  convertible,  and  with  stock  purchase 
warrants  or  options,  written  off  or  disposed 
of  otherwise. 

Note  1:A  participation  Is  defined  as  an 
undivided  Interest  shared  with  one  or  more 
other  lenders  or  Investors  In  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  instrument 
evidencing  a  loan  to,  or  equity  financing  of, 
a  small  business  concern. 

Note  2:  it  Is  assumed  that  In  all  arrange¬ 
ments  for  participation  In  the  purchase  of 
debt  securities,  convertible,  and  with  stock 
purchase  warrants  or  options,  the  “initi¬ 
ating”  company  will  service  the  financing. 

Note  3:  It  is  recommended  that  indi¬ 
vidual  ledger  cards  or  sheets  be  maintained 
for  all  debt  securities,  convertible,  and  with 
stock  purchase  warrants  or  options.  Such 
ledger  cards  or  sheets  should  contain  the  de¬ 
tailed  information  needed  for  account  No. 
188 — Unearned  discount,  fees,  and  other 
charges  on  debt  securities,  and  for  activities 
pertaining  to  participations  purchases  or 
sold. 

(See  accounts  Nos.  184,  186,  187,  188,  and 
memorandum  record  No.  NA-10) 

184  Debt  securities  divested  of  stock 
rights. 

This  account  will  represent  the  unpaid 
principal  balance  of  small  business  concerns’ 
debt  securities  which  have  been  divested  of 
stock  rights  through  (1)  the  expiration  of 
the  conversion  privilege  of  convertible  debt 
securities,  (2)  the  exercise  or  the  expiration 
of  rights  conveyed  by  nondetachable  or  de- 
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tachable  stock  purchase  warrants  or  options 
of  debt  securities,  or  (3)  the  detachment  of 
detachable  stock  purchase  warrants  or  op¬ 
tions,  obtained  In  connection  with  the  ac¬ 
quisition  of  debt  securities  pursuant  to  sec¬ 
tion  304  of  the  Small  Business  Investment 
Act  of  1958,  as  amended.  . 

Debit : 

(a)  With  unpaid  principal  of  debt  secur¬ 
ities  divested  of  stock  rights  through  (1)  the 
expiration  of  the  conversion  privilege,  (2)  the 
exercise  or  the  expiration  of  rights  con¬ 
veyed  by  nondetachable  or  detachable  stock 
purchase  warrants  or  options,  or  (3)  the  de¬ 
tachment  of  detachable  stock  purchase  war¬ 
rants  or  options. 

(b)  With  company’s  retained  portion  of 
debt  securities  participated  In  by  others 
which  have  been  subsequently  divested  of 
stock  rights. 

(c)  With  amount  of  participations  In  pur¬ 
chases  by  others  of  debt  securities  which 
have  been  subsequently  divested  of  stock 
rights. 

(d)  With  reversal  of  prior  credits  when 
checks  received  representing  repayments  are 
dishonored,  etc. 

Credit: 

(a)  With  amount  collected  on  face  amount 
of  debt  securities  divested  of  stock  rights. 

(b)  With  company’s  share  of  amount  col¬ 
lected  on  principal  of  debt  securities  partic¬ 
ipated  in  by  others  which  have  been  subse¬ 
quently  divested  of  stock  rights. 

(c)  With  full  amount  by  which  participa¬ 
tions  in  purchases  by  others  of  debt  securities 
which  have  been  subsequently  divested  of 
stock  rights  are  reduced  by  repayments 
transmitted  by  the  “initiating”  company. 

(d)  With  unpaid  principal  of  debt  secur¬ 
ities  divested  of  stock  rights  transferred  to 
assets  acquired  In  liquidation  of  loans  and 
debt  securities. 

(e)  With  unpaid  principal  of  debt  secur¬ 
ities  divested  of  stock  rights  written  off  or 
disposed  of  otherwise. 

Note:  It  Is  recommended  that  individual 
ledger  cards  or  sheets  be  maintained  for  all 
debt  securities  .which  have  been  divested  of 
stock  rights.  Such  ledger  cards  or  sheets 
should  contain  the  detailed  information 
needed  for  account  No.  188 — Unearned  dis¬ 
count,  fees,  and  other  charges  on  debt 
securities. 

(See  accounts  Nos.  186,  187,  and  188.) 

186.  Appreciation  of  debt  securities  of 
SBC’s. 

This  account  will  represent  the  amount  by 
which  the  licensee’s  Board  of  Directors  has 
valued  debt  securities  with  equity  features 
above  cost  of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increases  in  such 
appreciation  recognized. 

Credit:  „ 

(a)  With  decrease  In  amount  of  such  ap¬ 
preciation  resulting  from  decline  In  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  otherwise  dis¬ 
posed  of. 

(See  account  No.  440) 

Note:  See  Note  1  to  account  187. 

187  Depreciation  of  debt  securities  values. 
This  account  will  represent  the  downward 
valuation  of  debt  securities,  convertible,  and 
with  stock  purchase  warrants  or  options, 
and  debt  securities  divested  of  stock  rights 
and  should  be  maintained  In  an  amount  not 
less  than  a  conservative  estimate  of  prob¬ 
able  losses.  This  valuation  reserve  will  be 
adjusted  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 
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(b)  With  amount  of  reserve  established  In 
this  account  for  debt  securities  which  are 
written  off,  sold,  or  disposed  of  otherwise. 

(c)  With  amount  of  writedown  of  such 
debt  securities,  not  to  exceed  the  amount  of 
reserve  established  therefor  in  this  account. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such 
reserve. 

Note  1 :  When  debt  securities  of  small  busi¬ 
ness  concerns  are  sold  by  the  company  or 
disposed  of  otherwise,  cash  or  other  appro¬ 
priate  asset  account  will  be  debited  for  the 
amount  received.  Account  702  will  be  debited 
for  the  amount  of  the  loss,  and  the  appro¬ 
priate  investment  account  will  be  credited 
for  the  related  cost  value  carried  therein. 

If  a  gain  over  cost  is  realized,  such  gain  will 
be  credited  to  account  No.  672.  The  amount 
of  the  reserve  which  has  been  established  in 
this  account  for  the  debt  security  sold  or 
disposed  of  otherwise  will  be  reversed  and 
offset  against  account  No.  445. 

Note  2 :  Usually,  this  account  will  be  sub¬ 
divided  into  at  least  two  accounts: 

187.1  Allowance  for  Losses — which  repre¬ 
sents  losses  the  licensee  expects  to  realize 
on  specific  debt  securities. 

187.2  Other  Depreciation  of  Debt  Securi¬ 
ties  Values — which  represents  the  Board  of 
Directors  downward  valuation  of  specific 
debt  securities.  However,  if  securities  are 
held  to  maturity  no  loss  would  be  expected. 

An  example  is  money  mortgage  discount. 

188  Unearned  discount,  fees,  and  other 
charges  on  debt  securities. 

This  account  will  represent  the  amount  of 
unearned  discount,  fees,  and  other  charges 
Included  in  the  face  amount  of  small  busi¬ 
ness  concerns’  debt  securities  acquired  pur¬ 
suant  to  section  304  of  the  Small  Business 
Investment  Act  of  1958,  as  amended,  and 
which  is  withheld  from  disbursements  to 
such  small  business  concerns. 

Debit: 

(a)  With  amount  of  unearned  discount, 
fees,  and  other  charges  included  in  the  face 
amount  of  debt  securities,'  but  withheld 
from  disbursements  to  debtor  small  business 
concerns,  which  becomes  earned  through 
collection  or  passage  of  time. 

(b)  With  amount  earned  of  that  portion 
of  unearned  discount,  fees,  and  other 
charges  Included  in  the  face  amount  of  debt 
securities,  but  withheld  from  disbursements 
to  debtor  small  business  concerns,  which  is 
retained  by  the  company  in  connection  with 
purchases  of  debt  securities  participated  in 
by  other  investors  (the  amount  to  be  re¬ 
corded  becomes  earned  through  collection  or 
passage  of  time). 

(c)  With  amount  earned  of  that  portion 
of  unearned  discount,  fees,  and  other  charges 
Included  in  the  face  amount  of  debt  securi¬ 
ties,  but  withheld  from  disbursements  to 
debtor  small  business  concerns  which  is  as¬ 
signed  to  the  company  in  connection  with 
its  participations  in  purchases  of  debt  se¬ 
curities  by  other  investors  (the  amount  to 
be  recorded  becomes  earned  through  collec¬ 
tion  or  passage  of  time) . 

(d)  With  amount  of  unearned  discount, 
fees,  and  other  charges  Included  in  the  face 
amount  of  debt  securities,  but  withheld 
from  disbursements  to  debtor  small  busi¬ 
ness  concerns,  which  is  rebated  to  borrowers 
upon  early  repayment  of  debt  securities,  or 
is  closed  into  the  asset  account  upon  liqui¬ 
dation  of  debt  securities  at  less  than  full 
amount. 

Credit: 

(a)  With  amount  of  unearned  discount 
(including  that  equivalent  to  the  deter¬ 
mined  cost  of  warrants,  options,  and  other 
stock  rights,  as  explained  in  Note  2  of  ac¬ 
count  No.  197),  fees,  and  other  charges  in¬ 


cluded  in  the  face  amount  of  debt  securities 
but  withheld  from  disbursements  to  debtor 
small  business  concerns. 

(b)  With  portion  retained  by  the  company 
of  total  amount  of  unearned  discount,  fees, 
and  other  charges  Included  in  the  face 
amount  of  debt  securities,  but  withheld 
from  disbursements  to  debtor  small  business 
concerns,  in  connection  with  purchases  of 
debt  securities  participated  in  by  other  in¬ 
vestors. 

(c)  With  portion  assigned  to  the  company 
of  total  amount  of  unearned  discount,  fees, 
and  other  charges  included  in  the  face 
amount  of  debt  securities,  but  withheld  from 
disbursements  to  debtor  small  business  con¬ 
cerns,  in  connection  with  its  participations 
in  purchases  of  debt  securities  by  other  in¬ 
vestors. 

Note  1:  A  participation  is  defined  as  an 
undivided  Interest  shared  with  one  or  more 
other  lenders  or  Investors  in  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  instru¬ 
ment  evidencing  a  loan  to,  or  equity  fi¬ 
nancing  of,  a  small  business  concern. 

Note  2 :  Unearned  discount  in  this  account 
will  be  transferred,  as  appropriate,  to  account 
No.  516 — Interest  on  debt  securities,  as  it  be¬ 
comes  earned,  and  unearned  fees  and  other 
charges  will  be  transferred  to  account  No. 
536 — Application  and  appraisal  fees,  under 
similar  circumstances. 

Note  3:  Any  fees  and  other  charges  con¬ 
sidered  earned  immediately  upon  closing  of 
financing  through  purchase  of  debt  securi¬ 
ties  will  be  recorded  in  the  income  account 
at  once  without  first  being  entered  in  this 
account. 

Note  4:  Appropriate  subsidiary  records 
should  be  maintained  for.  all  unearned 
amounts  included  in  this  account  to  permit 
identification  of  such  amounts  with  the 
particular  debt  securities  to  which  they  re¬ 
late. 

190  Capital  stock  of  SBC’s,  convertible, 
and  with  stock  purchase  warrants  or  options. 

This  account  will  represent  the  value  at 
cost  of  small  business  concerns’  capital  stock, 
convertible,  and  with  attached  stock  pur¬ 
chase  warrants  or  options,  acquired  by  the 
company  pursuant  to  section  304  of  the  Small 
Business  Investment  Act  of  1958,  as  amended. 

If  the  stock  purchase  warrants,  options,  or 
other  stock  rights  have  a  separate  purchase 
cost,  or  if  a  separate  cost  has  otherwise  been 
determined  for  them,  the  warrants,  options, 
or  other  stock  rights  will  be  reflected  at  such 
cost  in  account  No.  197. 

Debit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs,  convertible,  and  with  stock  purchase 
warrants  or  options,  acquired. 

(b)  With  portion  retained  by  company  of 
the  capital  stock  of  SBCs,  convertible,  and 
with  stock  purchase  warrants  or  options,  in 
which  participations  are  sold  to  others. 

(c)  With  amount  of  participations  in  ac¬ 
quisitions  by  others  of  capital  stock  of  SBCb, 
convertible,  and  with  stock  purchase  war¬ 
rants  or  options. 

Credit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs,  convertible,  and  with  stock  purchase 
warrants  or  options,  which  has  been  divested 
of  stock  purchase  rights  through  (1)  the 
expiration  of  the  conversion  privilege,  (2) 
the  exercise  or  the  expiration  of  rights  con¬ 
veyed  by  nondetachable  or  detachable  stock 
purchase  warrants  or  options,  or  (3)  the 
detachment  of  detachable  stock  purchase 
warrants  or  options. 

(b)  With  cost  of  such  capital  stock  of  SBCs, 
convertible,  and  with  stock  purchase  war¬ 
rants  or  options,  converted  to  another  class 
of  capital  stock. 


(c)  With  cost  of  such  capital  stock  of 
SBCs,  convertible,  and  with  stock  purchase 
warrants  or  options,  written  off  or  disposed 
of  otherwise. 

Note  1:  A  participation  is  defined  as  an 
undivided  Interest  shared  with  one  or  more 
other  lenders  or  Investors  in  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  instru¬ 
ment  evidencing  a  loan  to,  or  equity  fi¬ 
nancing  of,  a  small  business  concern. 

Note  2:  It  is  assumed  that  in  all  arrange¬ 
ments  for  participation  in  the  acquisition  of 
capital  stock  of  SBCs,  convertible,  and  with 
stock  purchase  warrants  or  options,  the 
“initiating”  company  will  service  the  financ¬ 
ing. 

Note  3:  It  is  recommended  that  Individual 
ledger  cards  or  sheets  be  maintained  for  all 
capital  stock  of  SBCs,  convertible,  and  with 
stock  purchase  warrants  or  options. 

(See  accounts  Nos.  191,  193  and  memoran¬ 
dum  record  No.  NA-10) 

191  Capital  stock  of  SBCs— other. 

This  account  will  represent  the  value  at 
cost  of  small  business  concerns’  capital  stock 
acquired  by  the  company  without  conversion 
privileges  or  stock  purchase  warrants  or  op¬ 
tions,  or  existing  on  the  books  as  the  result 
of  (1)  the  expiration  of  the  conversion  priv¬ 
ilege  of  convertible  capital  stock  of  SBCs,  (2) 
the  exercise  or  the  expiration  of  rights  con¬ 
veyed  by  nondetachable  or  detachable  stock 
purchase  warrants-  or  options,  or  (3)  the 
detachment  of  detachable  stock  purchase 
warrants  or  options,  obtained  In  connection 
with  the  acquisition  of  capital  stock  of  small 
business  concerns  pursuant  to  section  304 
of  the  Small  Business  Investment  Act  of 
1958,  as  amended. 

Debit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs — other  acquired  through  (1)  purchase 

(2)  conversion  of  convertible  debt  securities 
or  convertible  capital  stock  of  SBCs,  or  (3) 
exercise  of  rights  conveyed  by  stock  pur¬ 
chase  warrants  or  options  issued  by  small 
business  concerns  in  connection  with  their 
debt  securities  or  capital  stock  acquired  by 
the  company. 

(b)  With  cost  of  such  capital  stock  of 
SBCs — other  resltlng  from  (1)  the  expiration 
of  the  conversion  privilege  of  convertible 
capital  stock  of  SBCs,  (2)  the  expiration  of 
rights  conveyed  by  nondetachable  or  detach¬ 
able  stock  purchase  warrants  or  options,  or 

(3)  the  detachment  of  detachable  stock  pur¬ 
chase  warrants  or  options,  obtained  in  con¬ 
nection  with  the  acquisition  of  capital  stock 
of  small  business  concerns. 

(c)  With  portion  retained  by  company  of 
the  capital  stock  of  SBCs— other  in  which 
participations  are  sold  to  others. 

(d)  With  amount  of  participations  in  cap¬ 
ital  stock  of  SBCs — other  acquired  by  or 
subsequently  existing  on  the  books  of  others 
without  conversion  privileges  or  stock  pur¬ 
chase  warrants  or  options. 

Credit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs — other  written  off  or  disposed  of  other¬ 
wise. 

Note  1 :  It  is  recommended  that  individual 
ledger  cards  or  sheets  be  maintained  for  all 
capital  stock  of  SBCs — other  acquired  or 
subsequently  existing  without  conversion 
privileges  or  stock  purchase  warrants  or 
options. 

Note  2:  In  acquisitions  of  capital  stock 
through  exercise  of  rights  conveyed  by  stock 
purchase  warrants  or  options  issued  by  small 
business  concerns  in  connection  with  their 
debt  securities  or  capital  stock  previously 
acquired  by  the  company,  the  amount  of 
the  expenditure  made  by  the  company  in  the 
current  acquisition  of  the  capital  stock  will 
be  considered  the  cost  of  the  stock  in  those 
instances  when  the  stock  purchase  rights 
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surrendered  have  only  a  nominal  value; 
otherwise,  the  cost  of  the  stock  will  comprise 
the  current  expenditure  plus  the  cost  of 
the  warrants  of  options  surrendered. 

Note  3:  In  conversions  of  convertible  debt 
securities  of  small  business  concerns  Into 
capital  stock,  or  In  conversions  of  converti¬ 
ble  capital  stock  of  SBCs  Into  another  class 
of  capital  stock,  the  value  at  cost  of  the 
particular  convertible  security  should  be  con¬ 
sidered  the  cost  of  the  capital  stock  received 
in  the  conversion. 

(See  accounts  Nos.  190, 193,  and  197) 

192  Appreciation  of  Capital  Stock  of 
SBCs 

This  account  will  represent  the  amount 
by  which  the  licensee’s  Board  of  Directors 
has  valued  capital  stock  of  SBCs  above  cost 
of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  Increases  In  such 
appreciation  recognized. 

Credit: 

(a)  With  decrese  in  amount  of  such  ap¬ 
preciation  resulting  from  decline  In  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  otherwise  dis¬ 
posed  of. 

(See  acount  No.  440) 

Note  :  See  note  1  to  account  No.  193 

193  Depreciation  of  capital  stock  values. 
This  account  will  represent  the  downward 

valuation  of  (1)  capital  stock  of  SBCs,  con¬ 
vertible,  and  with  stock  purchase  warrants 
or  options  and  (2)  capital  stock  of  SBCs — 
other,  and  should  be  maintained  In  an 
amount  not  less  than  a  conservative  esti¬ 
mate  of  probable  losses.  This  valuation  re¬ 
serve  will  be  adjusted  as  occasion  demands. 
Debit:  < 

(a)  With  amount  of  decreases  In  such  re- 
,  serve. 

(b)  With  amount  of  reserve  established 
In  this  account  for  capital  stock  which  Is 
written  off,  sold,  or  disposed  of  otherwise. 

(c)  With  amount  of  writedown  of  such 
capital  stock,  not  to  exceed  the  amount  of 
reserve  established  therefor  in  this  account. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  In  such 
reserve. 

Note  1 :  When  capital  stock  of  SBCs  Is  sold 
by  the  company  or  disposed  of  otherwise, 
cash  or  other  appropriate  asset  account  will 
be  debited  for  the  amount  received.  Account 
704  will  be  debited  for  the  amount  of  the 
loss  and  the  appropriate  Investment  account 
will  be  credited  for  the  related  cost  value 
oarried  therein.  If  a  gain  over  cost  is  realized, 
such  gain  will  be  credited  to  account  No.  574. 
The  amount  of  the  reserve  which  has  been 
established  in  the  account  for  capital  stock 
sold  or  disposed  of  otherwise  will  be  reversed 
and  offset  against  account  No.  445. 

Note  2:  Usually,  this  account  will  be  sub¬ 
divided  into  at  least  two  accounts: 

193.1  Allowance  for  Losses — represents 
losses  the  licensee  expects  to  realize  on 
specific  stock  investments. 

193.2  Other  Depreciation  of  Stock  Val¬ 
ues — represents  the  downward  valuation  of 
specific  stock  Investments.  However,  the  li¬ 
censee’s  management  expects  the  decline  to 
be  temporary  and  thereby  suffer  no  less  on 
the  Investment.  An  example  is  temporary 
market  decline  of  public  tradeable  stocks 
that  are  unrestricted. 

(See  accounts  Nos.  190,  192,  and  445) 

194  Equity  interests  of  unincorporated 

concerns. 

This  account  will  represent  the  licensee’s 
investment  In  equity  type  securities  of  a  11m- 
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lted  partnership  or  other  type  of  unincor¬ 
porated  concern.  The  account  will  be  main¬ 
tained  on  the  equity  method  of  accounting 
basis  and  will  show  the  licensee's  Investment 
after  considering  Its  proportionate  share  of 
realized  income  (loss)  of  the  unincorporated 
concern  as  well  as  distributions. 

Debit: 

(a)  With  cost  of  equity  interest  acquired. 

(b)  With  the  licensee’s  proportionate  share 
of  the  concern’s  net  Income. 

Credit: 

(a)  With  the  licensee’s  proportionate  share 
of  net  loss. 

(b)  With  the  licensee’s  proportionate  share 
of  cash  dividends. 

(c)  With  the  value  on  equity  basis  of  the 
licensee’s  Investment  when  sold  or  disposed 
of  otherwise. 

(See  accounts  Nos.  195  and  196) 

195  Appreciation  of  equity  interests  of 
unincorporated  concerns. 

This  account  will  represent  the  amount  by 
which  the  licensee’s  Board  of  Directors  has 
valued  equity  Interests  of  unincorporated 
concerns  above  the  carrying  value  of  such 
securities  on  the  equity  method  of  account¬ 
ing. 

Debit: 

(a)  With  amount  of  such  appreciation  rec¬ 
ognized. 

(b)  With  amount  of  increases  In  such  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  In  amount  of  such  ap¬ 
preciation  resulting  from  decline  in  fair  value 
of  securities. 

(b)  With  amount  of  application  attrib¬ 
utable  to  securities  sold  or  otherwise  dis¬ 
posed  of. 

Note:  See  Note  1  to  account  196. 

(See  account  No.  194, 196  and  440) 

198  Depreciation  of  equity  interests  of 
unincorporated  concerns. 

This  account  will  represent  the  amount  by 
which  the  licensee’s  Board  of  Directors  has 
valued  equity  Interests  of  unicorporated 
concerns  below  the  carrying  value  of  such 
securities  on  the  equity  method  of  account¬ 
ing. 

Debit: 

(a)  With  decrease  in  amount  of  such  de¬ 
preciation  resulting  from  increase  in  fair 
value  of  such  equity  interests. 

(b)  With  amount  of  depreciation  attribu¬ 
table  to  equity  Interests  sold  or  otherwise 
disposed  of. 

Credit: 

(a)  With  amount  of  such  depreciation 
recognized. 

(b)  With  amount  of  Increase  in  such  de¬ 
preciation  recognized. 

Note  1:  When  equity  interests  are  sold 
by  the  company  or  disposed  of  otherwise,  cash 
or  other  appropriate  asset  account  will  be 
debited  for  the  amount  received.  Account  705 
will  be  debited  for  the  amount  of  the  loss 
and  the  appropriate  investment  account  will 
be  credited  for  the  related  cost  value  carried 
therein.  If  a  gain  over  cost  is  realized,  such 
gain  will  be  credited  to  account  No.  575.  The 
amount  of  the  reserve  which  has  been  estab¬ 
lished  in  the  account  for  equity  Interest  sold 
or  disposed  of  otherwise  will  be  reversed  and 
offset  against  account  No.  445. 

Note  2:  This  account  will  usually  be  the 
same  as  allowance  for  loss  on  equity  interests 
of  unincorporated  concerns.  Otherwise,  the 
account  should  be  subdivided. 

(See  account  Nos.  194,  195  and  445) 

197  Warrants,  options,  and  other  stock 
rights  acquired  from  SBCs. 

This  account  will  represent  the  value  at 
purchase  price  or  at  cost  as  otherwise  deter¬ 
mined  of  warrants,  options,  and  other  stock 
rights  acquired  by  the  company  from  small 
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business  concerns  pursuant  to  section  304 
of  the  Small  Business  Investment  Act  of  1958, 
as  amended.  The  account  will  Include  con¬ 
version  rights  for  which  a  separate  cost  has 
been  determined. 

Detachable  stock  purchase  warrants  or  op¬ 
tions  on  stock  of  SBCs  for  which  no  con¬ 
sideration  Is  given  distinct  from  that  sur¬ 
rendered  for  the  debt  securities  or  capital 
stock  which  they  accompany,  or  for  which  no 
separate  cost  has  been  determined,  will  be 
reflected  in  memorandum  record  No.  NA-10, 
if  retained  after  the  financing  instruments 
which  they  accompanied  have  been  disposed 
of. 

Debit: 

(a)  With  cost  of  such  warrants,  options, 
or  other  stock  rights  acquired. 

(b)  With  portion  retained  by  company  of 
the  warrants,  options,  or  other  stock  rights 
in  which  participations  are  sold  to  others. 

(c)  With  amount  of  participations  in  ac¬ 
quisitions  by  others  of  warrants,  options, 
or  other  stock  rights. 

Credit: 

(a)  With  cost  of  such  warrants,  options, 
or  other  Btock  rights  surrendered  In  exercis¬ 
ing  the  stock  rights. 

(b)  With  cost  of  such  warrants,  options,  or 
other  stock  rights  written  off  or  disposed  of 
otherwise. 

(c)  With  cost  of  such  warants,  options,  or 
other  stock  rights  for  which  the  exercise 
period  has  expired. 

Note  1 :  It  is  recommended  that  individual 
ledger  cards  or  sheets  be  maintained  for  all 
warrants,  options,  or  other  stock  rights  ac¬ 
quired  from  SBCs. 

Note  2:  The  cost  of  warrants,  options, 
and  other  stock  rights  acquired  from  SBCs 
for  a  separate  consideration  will  be  charged 
to  this  account,  with  a  credit  to  cash.  If 
warrants,  options,  or  other  stock  rights  are 
acquired  from  SBCs  without  a  separate  con¬ 
sideration  and  a  cost  thereof  Is  otherwise 
determined,  such  cost  will  be  established  in 
this  account.  (The  determined  cost  of  war¬ 
rants,  options,  and  other  stock  rights  ac¬ 
quired  with  debt  securities  without  a  sepa¬ 
rate  consideration  therefor  shall  be  arrived 
at  giving  full  consideration  to  the  grade  of 
the  debt  security.)  The  payment  for  the 
debt  security  or  capital  stock  certificate 
which  accompanied  the  stock  rights  will  be 
allocated  between  the  obligation  or  stock  and 
the  stock  rights.  Cash  will  be  credited  for 
the  determined  cost  of  the  stock  rights.  Cash 
also  will  be  credited  for  the  amount  of  the 
debt  security  or  stock  received  less  the 
amount  withheld  from  disbursement  In  rela¬ 
tion  to  the  debt  security  or  stock  received, 
which  is  equivalent  to  the  determined  cost 
of  the  stock  rights  plus  (in  the  case  of  a  debt 
security)  any  other  withholding  from  net 
funds  advanced.  In  the  purchase  of  a  debt 
security  the  deduction  equal  to  the  deter¬ 
mined  cost  of  the  stock  rights,  plus  any 
other  withholding  from  net  funds  advanced, 
will  be  treated  as  unearned  discount  on  the 
debt  security  and  credited  to  account  No. 
188 — Unearned  discount,  fees,  and  other 
charges  on  debt  securities.  In  the  case  of 
a  purchase  of  capital  stock,  the  deduction 
equal  to  the  determined  cost  of  the  stock 
rights  will  serve  to  reduce  the  cost  of  the 
stock  to  be  recorded  In  account  No.  190 — 
Capital  stock  of  SBCs,  convertible,  and  with 
stock  purchase  warrants  or  options. 

(See  accounts  Nos.  199,  576  and  706) 

198  Appreciation  of  warrants,  options, 
and  other  stock  rights  acquired  from  SBCs. 

This  account  will  represent  the  amount  by 
which  the  licensee’s  Board  of  Directors  has 
valued  warrants,  options  and  other  stock 
rights  above  cost  of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 
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(b)  With  amount  of  increases  in  such  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  in  amount  of  such  ap¬ 
preciation  resulting  from  decline  In  fair  value 
of  securities. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  otherwise  dis¬ 
posed  of. 

(See  account  Nos.  197,  199  and  440) 

Note:  See  Note  1  to  account  No.  199. 

199  Depreciation  of  icarrants,  options, 
and  other  stock  rights  acquired  from  SBC’s. 

This  account  will  represent  the  Board  of 
Directors’  downward  valuation  of  warrants, 
options,  and  other  stock  rights  acquired  from 
SBCs,  and  should  represent  an  amount  not 
less  than  a  conservative  estimate  of  probable 
losses.  This  valuation  reserve  will  be  ad¬ 
justed  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 

(b)  With  amount  of  reserve  established  in 
this  account  for  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs  which  are 
written  off,  sold  or  disposed  of  otherwise 
(contra  credit  will  be  made  to  account  No. 
445). 

(c)  With  amount  of  writedown  of  such 
warrants,  options,  and  other  stock  rights  ac¬ 
quired  from  SBCs,  not  to  exceed  the  amount 
of  reserve  established  therefor  in  this  ac¬ 
count. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such  re¬ 
serve. 

Note:  When  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs  are  sold  by 
the  company  or  disposed  of  otherwise,  cash 
or  other  appropriate  asset  account  will  be 
debited  for  the  amount  received,  account 
706  will  be  debited  for  the  amount  of  the 
loss  and  the  appropriate  investment  account 
will  be  credited  for  the  related  cost  value 
carried  therein.  If  a  gain  over  cost  is  realized, 
such  gain  will  be  credited  to  account  576.  The 
amount  of  the  reserve  which  has  been  estab¬ 
lished  in  the  account  for  warrants,  options, 
or  other  stock  rights  acquired,  sold  or  dis¬ 
posed  of  otherwise  will  be  reversed  and  offset 
against  account  445 

Note  2 :  This  account  will  usually  represent 
the  allowance  for  losses  on  warrants,  options, 
and  other  stock  rights.  Otherwise,  this  ac¬ 
count  should  be  subdivided. 

(See  Accounts  Nos.  197,  198,  and  445) 

200  Receivables  due  from  debtors  on  sale 
of  assets  acquired  in  liquidation  of  portfolio 
securities. 

This  account  will  represent  the  unpaid 
balance  of  accounts  receivable,  notes  re¬ 
ceivable,  sales  contracts,  purchase  money 
mortgages,  and  similar  evidences  of  indebted¬ 
ness  to  the  company  arising  from  the  sale  of 
assets  acquired  in  liquidation  of  portfolio 
securities. 

Debit: 

(a)  With  amount  of  such  receivables. 

(b)  With  amount  of  participation  in 
amounts  due  from  debtors  on  sale  of  assets 
acquired  in  liquidation  of  portfolio  securities 
of  other  lenders  or  investors. 

Credit : 

(a)  With  amount  collected  on  principal 
of  such  receivables. 

(b)  With  amount  transferred  to  account 
No.  204 — assets  acquired  in  liquidation  of 
portfolio  securities.  (Noncash  assets  other 
than  receivables  obtained  on  sale  of  assets 
acquired  in  liquidation  of  portfolio  securities 
should  be  reflected  at  cost  in  account  No. 
204.) 


(c)  With  unpaid  principal  balance  writ¬ 
ten  off  or  disposed  of  otherwise. 

Note:  It  Is  recommended  that  subsidiary 
records  be  maintained  in  sufficient  detail  to 
disclose  for  report  and  tax  purposes  all 
transactions  affecting  amounts  due  from 
debtors  on  sale  of  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities. 

(See  accounts  Nos.  203, 204.) 

203  Depreciation  in  values  of  receivables 
from  debtors  on  sale  of  assets  acquired  in 
liquidation  of  portfolio  securities. 

This  account  will  represent  the  downward 
valuation  on  amounts  due  from  debtors  and 
securities  received  on  sale  of  assets  acquired 
in  liquidation  of  portfolio  securities,  and 
should  be  maintained  in  an  amount  not  less 
than  a  conservative  estimate  of  probable 
losses.  This  valuation  reserve  will  be  ad¬ 
justed  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such  re¬ 
serve. 

(b)  With  amount  due  from  debtors  on 
sale  of  assets  acquired  in  liquidation  of  port¬ 
folio  securities  written  off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such  re¬ 
serve. 

(c)  With  amount  of  recoveries  on  such 
items  written  off. 

Note:  Occasionally,  this  account  will  be 
subdivided  into  at  least  two  accounts: 

203.1  Allowance  for  Losses — which  repre¬ 
sents  losses  the  licensee  expects  to  realize 
on  specific  receivables  from  debtors. 

203.2  Other  Depreciation  of  Receivables 
from  Debtors — represents  the  Board  of  Di¬ 
rectors  downward  valuation  of  specific  re¬ 
ceivables  from  debtors.  However,  if  securities 
are  held  to  maturity  no  loss  would  be  ex¬ 
pected.  An  example  is  money  mortgage  dis¬ 
count. 

(See  accounts  Nos.  200  and  445.) 

204  Assets  acquired  in  liquidation  of 
portfolio  securities. 

This  account  will  represent  the  company’s 
investment  in  assets  acquired  by  foreclosure, 
or  otherwise,  in  liquidation  of  portfolio 
securities.  Judgments,  sheriffs’  certificates 
(Including  property  acquired  subject  to  re¬ 
demption,  etc.,  will  be  reflected  in  this  ac¬ 
count. 

The  Investment  in  property  at  the  date  of 
acquisition  by  the  company  should  be  de¬ 
termined  by  the  Board  of  Directors  on  the 
most  suitable  of  the  following  bases:  (1) 
Bld-in  price  of  the  property:  (2)  agreed  con¬ 
sideration  for  the  property;  (3)  fair  appraised 
value  of  the  property.  Any  remaining  in¬ 
debtedness  will  be  written  off  unless  the 
company  expects  further  liquidation  of  the 
debt  from  other  sources.  Insofar  as  prac¬ 
ticable,  investment  values  will  be  deter¬ 
mined  for  each  individual  asset,  or  unit, 
at  the  time  such  assets  are  recorded  in  this 
account,  and  when  an  asset  is  sold  only  an 
amount  equal  to  the  investment  in  such  as¬ 
set  will  be  credited  to  this  account. 

The  company’s  investment  in  mortgaged 
real  property  acquired  in  liquidation  of  port¬ 
folio  securities  should  be  recorded  at  gross 
value  as  determined  by  the  Board  of  Direc¬ 
tors,  reduced  as  necessary  to  bring  the  net 
recorded  value  to  no  more  than  the  outstand¬ 
ing  principal  balance  of  the  related  port¬ 
folio  securities  Involved.  The  amount  of  the 
existing  mortgage  or  mortgages  on  such 
property  acquired  by  the  oompany  will  be 
reflected  in  account  No.  313.  The  balance 
of  the  latter  account  will  not  be  treated  as  a 
liability  on  the  Statement  of  Financial  Posi¬ 
tion  but  will  be  deducted  from  the  asset 
account. 


The  company’s  investment  in  Judgments 
should  be  recorded  at  the  face  amount  of 
the  Judgment.  When  the  company  acquires 
the  underlying  security  to  the  related  port¬ 
folio  securities  outright  or  subject  to  re¬ 
demption,  the  Investment  in  the  property 
should  be  determined  in  accordance  with 
the  bases  set  forth  in  the  second  paragraph. 
Debit: 

(a)  With  amount  of  the  company’s  in¬ 
vestment  in  the  assets  at  the  time  of  the 
acquisition. 

(b)  With  amount  of  the  company’s  in¬ 
vestment  in  the  assets  at  the  date  of  Judg¬ 
ment,  sheriff’s  certificate,  etc. 

(c)  With  amount  of  participation  in  as¬ 
sets  acquired  by  others  in  liquidation  of 
portfolio  securities. 

Credit: 

(a)  With  proceeds  of  partial  sale  of  the 
assets. 

(b)  With  amount  of  the  company’s  invest¬ 
ment  at  date  of  sale,  or  other  disposition  of 
the  assets. 

(c)  With  amount  written  off. 

Note  1:  Collateral  notes  receivable  ac¬ 
quired  in  the  liquidation  of  portfolio  securi¬ 
ties  will  be  reflected  in  this  account;  but 
notes  receivable  that  are  subsequently  ac¬ 
cepted  in  connection  with  the  disposition  of 
assets  acquired  in  the  liquidation  of  port¬ 
folio  securities  will  be  Included  in  account 
No.  200 — Receivables  from  debtors  on  sale  of 
assets  acquired  in  liquidation  of  portfolio 
securities. 

Note  2 :  It  Is  recommended  that  subsidiary 
records  be  maintained  in  sufficient  detail  to 
disclose  for  report  and  tax  purposes  all 
transactions  affecting  assets  acquired  in 
liquidation  of  portfolio  securities. 

(See  accounts  Nos.  170,  180,  184,  and  200) 

205  Appreciation  of  assets  acquired  in 
liquidation  of  portfolio  securities. 

This  account  will  represent  the  amount  by 
which  the  licensee’s  Board  of  Directors  has 
valued  assets  acquired  above  cost  of  such 
securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increases  in  such 
appreciation  recognized. 

Credit: 

(a)  With  decrease  in  amount  of  such  ap¬ 
preciation  resulting  from  decline  in  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  otherwise  dis¬ 
posed  of. 

Note:  See  Note  1  to  account  No.  206. 

(See  accounts  Nos.  204, 206,  and  440) 

206  Depreciation  of  assets  acquired  in  liq¬ 
uidation  of  portfolio  securities. 

This  account  will  represent  the  downward 
valuation  of  assets  acquired  in  liquidation  of 
portfolio  securities,  and  should  be  main¬ 
tained  in  an  amount  not  less  than  a  con¬ 
servative  estimate  of  probable  losses.  This 
valuation  reserve  will  be  adjusted  as  occasion 
demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 

(b)  With  amount  of  reserve  established  in 
this  account  for  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities  which  are  written 
off,  sold,  or  disposed  of  otherwise  (contra 
credit  will  be  made  to  account  No.  445) . 

(c)  With  amount  of  writedown  of  such 
assets  acquired  in  liquidation  of  portfolio 
securities,  not  to  exceed  the  amount  of  re¬ 
serve  established  therefor  in  this  account. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such 
reserve. 
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Note  1:  When  assets  acquired  in  liquida¬ 
tion  or  portfolio  securities  are  sold  by  the 
company  or  disposed  of  otherwise,  cash  or 
other  appropriate  asset  account  will  be  deb¬ 
ited  for  the  amount  received,  account  707  will 
be  debited  for  the  amount  of  the  loss  and 
account  No.  204  will  be  credited  for  the  re¬ 
lated  cost  value  carried  therein.  If  a  gain 
over  recorded  Investment  in  the  assets  ac¬ 
quired  in  liquidation  is  realized,  such  gain 
will  be  credited  to  account  No.  577.  The 
amount  of  the  reserve  which  has  been  estab¬ 
lished  in  this  account  for  other  assets  ac¬ 
quired  in  liquidation  of  portfolio  securities 
will  be  reversed  and  offset  against  account 
445  when  such  assets  are  sold  or  disposed  of 
otherwise. 

Note  2:  This  account  will  usually  repre¬ 
sent  the  allowance  for  losses  on  other  assets 
acquired  in  liquidation  of  portfolio  securi- 
•  ties.  Otherwise,  it  should  be  subdivided. 

(See  accounts  Nos.  204  and  445) 

210  Operating  concerns  acquired. 

Occasionally,  a  licensee  takes  action  to 
protect  its  investment  in  a  portfolio  concern 
and  as  a  result  acquires  a  controlling  interest 
in  an  operating  concern.  In  such  cases,  the 
licensee  will  reclassify  the  aggregate  amount 
due  from  the  portfolio  concern  to  this  ac¬ 
count.  If  the  concern  has  ceased  operations 
and  is  being  liquidated,  the  aggregate 
amount  due  from  the  portfolio  concern  will 
be  classified  as  assets  acquired  in  liquidation 
of  portfolio  securities  (account  No.  204) 
rather  than  this  account. 

Debit: 

(a)  With  total  amount  of  the  licensee’s 
investment  in  the  operating  concern  at  the 
time  of  the  acquisition. 

(b)  With  additional  financing  provided 
by  the  licensee. 

Credit: 

(a)  With  amount  collected  from  such  op¬ 
erating  concern. 

(b)  With  proportionate  cost  of  interest 
sold  or  disposed  of  otherwise. 

(c)  With  amounts  written  off. 

Note:  It  is  recommended  that  individual 
ledger  cards  or  sheets  be  maintained  for  in¬ 
dividual  loans  and  investments  by  operating 
concerns  acquired. 

(See  accounts  Nos.  211  and  212) 

211  Appreciation  of  operating  concerns 
acquired. 

This  account  will  represent  the  amount  by 
'which  the  licensee's  Board  of  Directors  has 
valued  securities  of  operating  concerns  ac¬ 
quired  above  cost  of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increases  in  such  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  in  amount  of  such  ap¬ 
preciation  resulting  from  decline  in  fair  value 
of  securities. 

(b)  With  amount  of  appreciation  attribut¬ 
able  to  securities  sold  or  otherwise  disposed 
of. 

(See  accounts  210,  212,  and  440) 

Note:  See  Note  1  to  account  No.  212 

212  Depreciation  of  operating  concerns 
acquired. 

This  account  will  represent  the  amount 
by  which  the  licensee’s  Board  of  Directors  has 
valued  securities  of  operating  concerns  ac¬ 
quired  below  cost  of  such  securities. 

Debit: 

(a)  With  decreases  in  amount  of  such  de¬ 
preciation  resulting  from  increase  in  fair 
value  of  such  equity  interests. 


(b)  With  amount  of  depreciation  attri¬ 
butable  to  equity  interests  sold  or  otherwise 
disposed  of. 

Credit: 

(a)  With  amount  of  such  depreciation 
recognized. 

(b)  With  amount  of  increase  in  such  de¬ 
preciation  recognized. 

Note  1:  When  investments  in  operating 
concerns  are  sold  by  the  company  or  dis¬ 
posed  of  otherwise,  cash  or  other  appropriate 
asset  account  will  be  debited  for  the  amount 
received.  Account  708  will  be  debited  for  the 
amount  of  the  loss  and  the  appropriate  in¬ 
vestment  account  will  be  credited  for  the  re¬ 
lated  cost  value  carried  therein.  If  a  gain 
over  cost  is  realized,  such  gain  will  be 
credited  to  account  No.  578.  The  amount  of 
the  reserve  which  has  been  established  in  the 
account  for  the  investment  sold  or  disposed 
of  otherwise  will  be  reversed  and  offset 
against  account  No.  445. 

Note  2:  Usually,  this  account  will  be  sub¬ 
divided  into  at  least  two  accounts: 

212.1  Allowance  for  Losses — which  repre¬ 
sents  losses  the  licensee  expects  to  realize  on 
specific  operating  concern  acquired. 

212.2  Other  Depreciation  of  Values — rep¬ 
resents  the  Board  of  Directors  downward 
valuation  of  specific  loans.  However,  if  securi¬ 
ties  are  held  to  maturity  no  loss  would  be 
expected.  An  example  is  money  mortgage 
discount. 

(See  account  Nos.  210,  211,  and  445) 

220  Notes  and  other  securities  received  on 
sale  of  portfolio  securities. 

This  account  will  represent  the  securities 
taken  by  the  licensee  as  part  of  the  net  sales 
price  of  portfolio  securities  sold. 

Debit: 

(a)  With  assigned  cost  of  such  securities 
when  acquired. 

Credit: 

(a)  With  cost  of  such  securities  when  sold. 

(b)  With  cost  of  such  securities  when 
written  off  or  disposed  of  otherwise. 

Note  1 :  It  is  recommended  that  individual 
ledger  cards  or  sheets  be  maintained  for 
securities  received  on  sale  of  portfolio  securi¬ 
ties. 

(See  account  221,  222,  and  223) 

221  Other  securities  received 

This  account  will  represent  securities  re¬ 
ceived  by  the  licensee  for  which  no  funds 
were  provided  and  which  would  not  other¬ 
wise  be  classified  as  loans  and  investments. 
An  example  of  such  securities  would  be  a 
dividend  In  kind  received  by  licensee  from 
a  portfolio  concern. 

Debit: 

(a)  With  fair  value  of  sucl;  securities 
when  received. 

Credit: 

(a)  With  carrying  value  of  such  securities 
when  sold,  written  off  or  disposed  of  other¬ 
wise. 

(See  accounts  220,  222,  and  223) 

222  Appreciation  of  other  securities 

This  account  will  represent  the  amount 
by  which  the  licensee's  Board  of  Directors 
has  valued  other  securities  with  equity  fea¬ 
tures  above  cost  of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increases  in  such 
appreciation  recognized. 

Credit: 

(a)  With  decrease  in  amount  of  such 
appreciation  resulting  from  decline  in  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  otherwise  dis- 

.  posed  of. 


Note:  See  Note  1  to  account  No.  223. 

(See  accounts  220,  221,  223,  and  440) 

223  Depreciation  of  other  securities. 

This  account  will  represent  the  amount 
by  which  the  licensee’s  Board  of  Directors 
has  valued  other  securities  below  the  carry¬ 
ing  value  of  such  securities. 

Debit: 

(a)  With  decreases  in  amount  of  such  de¬ 
preciation  resulting  from  Increase  in  fair 
value  of  such  securities. 

(b)  With  amount  of  depreciation  attrib¬ 
utable  to  other  securities  sold  or  otherwise 
disposed  of. 

Credit: 

(a)  With  amount  of  such  depreciation 
recognized. 

(b)  With  amount  of  Increase  in  such 
depreciation  recognized. 

Note  1:  When  other  securities  are  sold  by 
the  company  or  disposed  of  otherwise,  cash 
or  other  appropriate  asset  account  will  be 
debited  for  the  amount  received.  Account  709 
will  be  debited  for  the  amount  of  the  loss 
and  the  appropriate  investment  account  will 
be  credited  for  the  related  cost  value  carried 
therein.  If  a  gain  over  cost  is  realized,  such 
gain  will  be  credited  to  acoount  No.  579. 
The  amount  of  the  reserve  which  has  been 
established  in  the  account  for  securities  sold 
or  disposed  of  otherwise  will  be  reversed  and 
offset  against  account  No.  445. 

Note  2:  Frequently,  this  account  will  be 
subdivided  into  at  least  two  accounts: 

223.1  Allowance  for  Losses — represents 
losses  the  licensee  expects  to  realize  on  spe¬ 
cific  or  other  securities. 

223.2  Other  Depreciation  of  Values — rep¬ 
resents  the  Board  of  Directors  downward 
valuation  of  specific  securities.  However,  if 
securities  are  held  to  maturity,  no  loss  would 
be  expected.  An  example  is  money  mortgage 
discount.  Another  example  would  be  tempo¬ 
rary  market  decline  of  marketable  securities. 

(See  account  Nos.  220,  221,  222,  and  445) 

230  Prepaid  expenses. 

This  account  will  represent  the  unexpired 
or  unconsumed  portion  of  expenses  expressly 
applicable  to  future  periods  for  which  no 
specific  accounts  have  been  provided.  Such 
expenses  should  be  amortized  over  the  ap¬ 
propriate  period.  An  example  of  such  prepaid 
expense  is  debt  discount  and  expense  that 
may  result  from  obtaining  leverage  funds. 
Debt: 

(a)  With  amount  of  prepaid  expenses. 

Credit: 

(a)  With  the  proportional  amount  of  such 
expenses  applicable  to  the  period. 

Note:  Subsidiary  records  should  be  main¬ 
tained  to  identify  the  items  reflected  in  this 
account  and  to  facilitate  their  amortization. 

231  Deferred  charge. 

Timing  differences  will  exist  between  ac¬ 
counting  income  and  taxable  income  and 
thereby  may  cause  a  prepayment  of  taxes 
which  is  considered  to  be  a  deferred  charge 
to  future  income  tax  expense.  The  prepay¬ 
ment  is  based  on  accounting  income  and  pri¬ 
marily  will  result  from  provision  for  loss  on 
stock  of  SBCs.  This  account  will  represent 
such  deferred  charges  recognized. 

Debit: 

(a)  Such  account  for  amounts  when  pre¬ 
paid. 

Credit: 

(a)  Such  account  for  amounts  that  have 
been  previously  prepaid  that  are  being  ap¬ 
plied  during  the  period. 

(See  account  No.  380) 

240  Furniture  and  equipment. 

This  account  will  represent  the  cost  of 
furniture,  fixtures,  and  equipment,  including 
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automobiles,  owned  by  the  company.  The 
cost  of  freight,  dray  age,  cartage,  express,  etc. 

In  connection  with  the  purchase  of  such 
items  of  furniture  and  equipment,  will  be 
included  in  this  account. 

Debit: 

(a)  With  cost  of  such  assets  purchased. 
Credit: 

(a)  With  cost  of  such  assets  at  the  time 
of  sale  or  other  disposition. 

Note  :  An  inventory  record  should  be  main¬ 
tained  for  all  such  assets  and  each  item 
should  be  tagged  or  numbered  to  facilitate 
ready  identification. 

(See  account  No.  241) 

241  Accumulated  depreciation  on  furni¬ 
ture  and  equipment. 

This  account  will  represent  the  valuation 
reserve  provided  for  depreciation  of  furniture, 
fixtures,  and  equipment,  including  automo¬ 
biles.  owned  by  the  company.  This  account 
should  be  maintained  in  an  amount  not  less 
than  a  conservative  estimate  of  the  expired 
service  life  of  such  assets  while  owned  by 
the  company. 

Debit: 

(a)  With  amount  of  depreciation  accum¬ 
ulated,  when  such  an  asset  is  sold  or  disposed 
of  otherwise. 

Credit: 

(a)  With  the  amount  necessary  to  depre¬ 
ciate  the  cost  of  such  assets  over  the  esti¬ 
mated  service  life. 

(See  accounts  Nos.  240  and  656) 

250  Corporate  premises  owned. 

This  account  will  represent  the  actual 
cost  of  acquisition  of  the  land  and  building 
used  as  the  company’s  office  quarters.  The 
account  also  will  include  the  actual  cost  of 
any  improvements,  such  as  street,  sidewalk 
and  other  benefits,  applicable  to  the  land, 
and  any  improvements  applicable  to  the 
building. 

Debit: 

(a)  With  actual  cost  of  acquisition  of  the 
land  and  building. 

(b)  With  actual  cost  of  any  improvement 
to  the  land  and/or  building. 

Credit: 

(a)  With  the  acquisition  cost  of  the  land 
and/or  building,  plus  the  cost  of  improve¬ 
ments  made  thereto,  when  the  land  and/or 
building  is  sold  or  disposed  of  otherwise. 
(See  account  No.  261) 

251  Accumulated  depreciation  on  cor¬ 
porate  premises  owned. 

This  account  will  represent  the  valuation 
reserve  provided  for  depreciation  of  the 
building  and  other  depreciable  Improve¬ 
ments  of  corporate  premises  owned  and  used 
as  the  company’s  office  quarters.  This  ac¬ 
count  should  be  maintained  in  an  amount 
not  less  than  a  conservative  estimate  of  the 
expired  service  life  of  such  building  and 
improvements  while  owned  by  the  company. 
Debit: 

(a)  With  amount  of  depreciation  accu¬ 
mulated,  when  such  an  asset  is  sold  or  dis¬ 
posed  of  otherwise. 

Credit: 

(a)  With  the  amount  necessary  to  depre¬ 


date  the  cost  of  such  assets  over  the  esti¬ 
mated  service  life. 

(See  accounts  Noe.  250  and  656) 

252  Leasehold  improvements. 

This  account  will  represent  the  actual  cost 
of  Improvements  to  leased  property  used  as 
the  company’s  office  quarters.  The  amount  of 
this  account  will  be  amortized  through  ac¬ 
count  No.  656  over  the  life  of  the  lease  or  the 
life  of  the  Improvements,  whichever  is  the 
shorter. 

Debit: 

(a)  With  actual  cost  of  improvements  to 
leasehold. 

Credit: 

(a)  With  the  amount  necessary  to  amor¬ 
tize  the  cost  of  leasehold  improvements. 

265  Amounts  due  from  directors,  officers, 
and  employees. 

This  account  will  represent  the  unpaid 
balance  of  amounts  advanced  to  directors, 
officers,  and  employees. 

Debit: 

(a)  With  amount  of  such  advances  made. 
Credit: 

(a)  With  amount  collected  on  such  ad¬ 
vances. 

(b)  With  amount  transferred  to  appro¬ 
priate  expense  classification  upon  proper 
authorization. 

(c)  With  amount  written  off  or  disposed 
of  otherwise. 

(See  account  No.  709) 

266  Organization  costs. 

This  account  will  represent  the  amount 
of  legal  fees,  promotional  expense,  stock 
certificate  costs,  incorporation  fees,  taxes, 
and  other  related  costs  Incurred  in  organiz¬ 
ing  the  company. 

Debit: 

(a)  With  amount  of  such  costs  incurred. 
Credit: 

(a)  With  the  amount  necessary  to  amor¬ 
tize  the  organization  costs. 

(See  account  No.  672) 

267  Funds  in  escrow. 

This  account  will  represent  the  amount  of 
funds  placed  in  escrow  pending  the  closing 
of  financing  for  small  business  concerns. 
Debit: 

(a)  With  amount  of  funds  placed  in  es¬ 
crow. 

Credit: 

(a)  With  amount  of  funds  withdrawn  from 
escrow. 

259  Other  assets. 

This  account  will  represent  the  amount 
of  assets  of  the  company,  at  cost,  not  spe¬ 
cifically  provided  for  in  other  accounts,  in¬ 
cluding  recoverable  amounts  advanced  for 
the  protection  and  preservation  of  the  com¬ 
pany’s  investments  (such  as  the  payment  of 
taxes  on  mortgaged  property),  but  not  in¬ 
cluding  short-term  loans  or  debt  securities 
issued  to  protect  the  company’s  interests 
in  previously  issued  long-term  loans  or 
equity  securities. 

Debit: 

(a)  With  amount  of  the  company’s  in¬ 
vestment  in  such  assets. 


Credit: 

(a)  With  amount  of  such  assets  sold  or 
disposed  of  otherwise. 

(See  account  No.  709) 

Liability  Accounts 
300  Notes  payable  to  SBA. 

This  account  will  represent  the  long-term 
principal  balance  of  notes  payable  (1)  for 
funds  borrowed  and  received  directly  from  the 
Small  Business  Administration  and  (2)  for 
funds  borrowed  from  others  through  guar¬ 
anteed  loans  which  subsequently  have  been 
purchased  by  the  Small  Business  Administra¬ 
tion. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  notes. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  borrowed. 

(b)  With  unpaid  principal  balance  of 
guaranteed  loans  purchased  by  SBA  (con¬ 
tra  debit  will  be  made  to  account  No.  310) . 

(See  account  330) 

301  Debentures  payable  issued  to  SBA. 

This  account  will  represent  the  long-term 
principal  balance  of  funds  received  by  the 
company  under  its  debentures  payable  is¬ 
sued  to  the  Small  Business  Administration 
for  funds  borrowed. 

Debit: 

(a)  With  amount  of  principal  payments 
made  to  SBA  on  such  debentures. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  received  from 
SBA  under  such  debentures. 

(See  account  330) 

310  Notes  payable  to  other  than  SBA — 
guaranteed  by  SBA. 

This  account  will  represent  the  long-term 
principal  balance  of  notes  payable  for  funds 
borrowed  from  other  than  the  Small  Busi¬ 
ness  Administration  and  guaranteed  by  the 
Small  Business  Administration. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  notes. 

(b)  With  unpaid  principal  balance  of 
guaranteed  loans  purchased  by  SBA  (contra 
credit  will  be  made  to  account  No.  300). 

(c)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  borrowed. 

(See  account  330) 

311  Notes  payable  to  other  than  SBA — 
not  guaranteed  by  SBA. 

This  account  will  represent  the  long-term 
principal  balance  of  notes  payable  for  funds 
borrowed  from  other  than  the  Small  Busi¬ 
ness  Administration  and  not  guaranteed  by 
the  Small  Business  Administration. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  notes. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 
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Credit: 

(a)  With  amount  of  funds  borrowed. 

(See  account  831) 

312  Mortgages  payable  for  funds  bor¬ 
rowed. 

This  account  will  represent  the  long-term 
principal  balance  of  mortgages  payable  for 
funds  borrowed  on  corporate  premises  or 
other  real  estate  owned  by  the  company. 
Purchase  money  mortgages,  conditional  sales 
contracts,  or  emiisr  documentary  evidence 
of  indebtedness  given  by  the  company  In 
the  acquisition  of  real  property  will  be  in¬ 
cluded  in  this  account. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  indebtedness. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  borrowed. 

(See  account  331) 

313  Mortgages  payable  on  assets  acquired 
in  liquidation  of  portfolio  securities. 

This  account  will  represent  the  unpaid 
principal  balance  of  existing  mortgages  pay¬ 
able  on  assets  acquired  by  the  company  in 
liquidation  of  portfolio  securities. 

Debt: 

(a)  With  amount  of  principal  payments 
made  on  such  indebtedness. 

Credit: 

(a)  With  amount  of  such  indebtedness. 

(See  account  No.  204) 

8*0  Notes  payable — other. 

This  account  will  represent  the  unpaid 
principal  balance  of  notes  payable  in  evi¬ 
dence  of  amounts  owed  by  the  company 
other  than  for  funds  borrowed.  Notes  pay¬ 
able,  conditional  sales  contracts,  and  Hens 
for  the  acquisition  of  furniture,  fixtures, 
equipment,  and  automobiles  will  be  included 
lp  this  account. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  notes. 

Credit: 

(a)  With  amount  of  unpaid  principal  of 
such  notes  executed. 

330  Current  Maturities  of  notes  and  de¬ 
bentures  payable  to  or  guaranteed  by  SB  A. 

This  acconut  will  represent  the  principal 
amount  due  on  a  current  basis  (payable  by 
the  licensee  in  the  next  13  months  ot  opera¬ 
tions)  of  lohg-term  debt  shown  in  accounts 
300,  301  and  310. 

Debit: 

(a)  With  amounts  paid  by  the  licensee  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amounts  that  become  due  by  the 
licensee  on  a  current  basis. 

(Dee  accounts  No.  300,  301,  310) 

331  Current  maturities  of  notes  and  de¬ 
bentures  payable  to  others  not  guaranteed  by 
SB*. 

This  account  will  represent  the  principal 
amount  due  on  a  current  basis  (payable  by 
the  licensee  In  the  next  12  months  of  opera¬ 
tions)  of  long-term  debt  shown  in  accounts 
311  through  313. 

Debit: 

(a)  With  amounts  paid  by  the  licensee  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amounts  that  become  due  by  the 
licensee  on  a  current  basis. 

(See  account  Noe.  311  through  318) 

340  Accounts  payable. 

This  account  will  represent  amounts  pay¬ 
able  on  open  account.  The  account  also  will 
Include  accrued  compensation  payable  tor 
services  rendered  to  the  company  on  Its 
participations  In  financing  transactions,  and 


accrued  commitment  fees  payable  for  having 
funds  made  available  on  a  deferred  basis  by 
“participating”  companies  in  connection  with 
the  financing  of,  or  commitments  to  finance, 
small  business  concerns. 

Debit: 

(a)  With  amount  of  such  Indebtedness 
paid,  or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  Indebtedness 
Incurred. 

Note  1:  A  participation  is  defined  as  an 
undivided  Interest  shared  with  one  or  more 
other  lenders  or  investors  in  a  note,  de¬ 
benture,  certificate  erf  stock,  or  other  instru¬ 
ment  evidencing  a  loan  to,  or  equity  financ¬ 
ing  of,  a  small  business  concern. 

Note  2:  A  deferred  participation  is  defined 
as  a  commitment  under  a  participation  agree¬ 
ment  whereby  the  “participating”  company 
will  make  funds  available  on  a  deferred 
basis  to  the  "initiating”  company  in  connec¬ 
tion  wtlh  the  latter’s  financing  of,  or  com¬ 
mitment  to  finance,  a  small  business  con¬ 
cern,  or  in  connection  with  an  "initiating” 
small  business  investment  company’s  ac¬ 
quisition  of  loans  or  equity  securities  from 
other  such  companies. 

(See  accounts  Nos.  141,  600,  and  715) 

350  Accrued  interest  payable. 

This  account  will  represent  the  amount  of 
liability  for  interest  accrued  on  the  com¬ 
pany’s  notes,  mortgages  and  debentures  pay¬ 
able.  The  account  win  also  include  accrued 
Interest  payable  on  other  Interest-bearing 
obligations  of  the  company. 

Debit: 

(a)  With  amount  of  such  interest  paid  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  interest  accrued  on  all 
Interest-bearing  obligations  covered  by  this 
account. 

351  Accrued  taxes. 

This  account  wifi  represent  the  balance  of 
accrued  taxes  on  payroll,  such  as  the  com¬ 
pany’s  portion  of  social  security  taxes,  which 
have  not  been  remitted  to  the  appropriate 
collectors  of  such  taxes. 

Debit: 

(a)  With  amount  of  such  taxes  paid. 

Credit: 

(a)  With  amount  of  such  taxes  accrued. 

(See  account  No.  664) 

354  Estimated  income  taxes  accrued. 

This  account  will  Include  the  balances  In 
subaccounts  Noe.  354.1,  354.2,  354.3,  etc. 

354.1  Estimated  Federal  income  taxes 
accrued. 

This  account  will  represent  the  balance  of 
estimated  Federal  Income  taxes  accrued 
which  have  not  been  remitted  to  the  Internal 
Revenue  Service. 

Debit: 

(a)  With  amount  of  such  taxes  paid. 

Credit: 

(a)  With  amount  of  such  taxes  accrued. 

(See  subaccounts  Noe.  720.1  and  722.1) 

354.2  Estimated  State  income  taxes  ac¬ 
crued. 

This  account  will  represent  the  balance  of 
estimated  State  Income  taxes  accrued  which 
have  not  been  remitted  to  tbe  appropriate 
collector  of  such  taxes. 

Debit: 

(a)  With  amount  of  such  taxes  paid. 

Credit: 

(a)  With  amount  of  such  taxes  accrued. 

(See  subaccoimts  Noe.  7203  and  7223) 

358  Other  current  Mobilities. 

This  account  will  represent  other  current 
liabilities  not  provided  for  In  other  accounts. 


Debit: 

(a)  With  amount  of  such  expenses  paid  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  expenses  ac¬ 
crued. 

Note:  Increases  or  decreases  In  the  lia¬ 
bility  for  accrued  expenses,  through  accruals 
or  adjustments,  will  be  offset  by  Increases  or 
decreases,  respectively,  In  tbe  appropriate 
expense  accounts. 

360-364  Dividends  payable  on _ 

(Type 

_ capital  stock. 

and  class) 

These  accounts  will  represent  the  com¬ 
pany’s  liability  for  dividends  declared  by 
the  company’s  Board  of  Directors  on  the  re¬ 
spective  types  and  classes  of  capital  stock 
Issued  and  outstanding.  A  separate  account 
should  be  used  to  reflect  tbe  dividends  pay¬ 
able  for  each  type  and  class  of  capital  stock 
outstanding. 

Debit: 

(a)  With  amount  of  such  dividends  paid. 
Credit: 

(a)  With  amount  of  such  dividends  de¬ 
clared  payable  by  the  company's  Board  of 
Directors. 

370  Employee  taxes  withheld. 

This  account  will  represent  the  amount  of 
Income  and  social  security  taxes  withheld 
from  employees’  salaries  which  have  not  been 
remitted  to  the  appropriate  collectors  of  such 
taxes. 

Debit: 

(a)  With  amount  of  such  taxes  remitted. 
Credit: 

(a)  With  amount  of  such  taxes  withheld. 
374  Unapplied  receipts. 

This  account  will  represent  the  amount 
of  funds  received  by  the  company  which  have 
not  been  applied  to  loans,  debt  securities,  in¬ 
terest  receivable,  etc.  This  account  will  be 
used  only  in  Instances  when  the  funds  re¬ 
ceived  cannot  be  applied  promptly. 

Debit: 

(a)  With  amount  of  such  funds  applied  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  funds  received  which 
cannot  be  applied  promptly. 

378  Miscellaneous  trust  receipts. 

This  account  will  represent  the  liability 
of  the  company  for  funde  withheld  or  re¬ 
ceived  in  trust,  for  which  no  specific  account 
is  provided,  including  earnest  money  de¬ 
posits,  and  funds  withheld  from  employees’ 
salaries  for  the  purchase  of  United  States 
Savings  Bonds,  payment  of  group  life  in¬ 
surance  premiums,  payment  of  pension  fund 
contributions,  etc.  The  account  will  also  in¬ 
clude  amounts  due  other  companies  that  are 
participants  in  financing  where  the  licensee 
is  the  sponsor  and  is  servicing  the  debt. 
Debit: 

(a)  With  amount  of  such  funds  disbursed 
or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  funds  withheld 
or  received. 

380  Deferred  credit  to  future  taxes. 

Timing  differences  will  exist  between  ac¬ 
counting  income  and  taxable  income  and 
thereby  cause  a  deferment  of  tax  expense. 
Such  deferred  credits  usually  will  result  from 
provision  for  loss  on  loans  and  debt  securi¬ 
ties.  This  account  will  represent  such  defer¬ 
red  tax  payments. 

Debit: 

(a)  Such  account  with  amount  of  taxes 
paid  had  been  previously  deferred. 
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Credit: 

(a)  Such  account  with  amount  of  tax  pay¬ 
ments  when  deferred. 

(See  account  No.  231 ) 

383  Other  deferred  credits. 

This  account  will  represent  the  amount 
of  deferred  credits  of  the  company  not  spe¬ 
cifically  provided  for  in  other  accounts. 

The  account  will  Include  any  gain  on  sale 
of  assets  which  does  not  qualify  as  realized 
gain. 

Debit: 

(a)  With  amount  of  such  deferred  credits 
transferred  to  income  or  gain,  or  disposed  of 
otherwise. 

Credit: 

(a)  With  amount  of  such  deferred  credits 
established. 

Note  1 :  Accrual  of  interest  receivable 
should  be  discontinued  with  respect  to  any 
loan  or  debt  security  financing  a  small  busi¬ 
ness  concern  which  is  in  bankruptcy,  or  on 
the  verge  thereof,  or  otherwise  considered  to 
be  insolvent.  Any  interest  payments  received 
from  such  a  debtor  should  not  be  treated  as 
interest  income,  but  should  be  either  credited 
a6  payments  on  principal  of  the  debt  or 
credited  as  deferred  Income  in  this  account, 
pending  determination  of  the  appropriate 
accounting.  In  less  serious  situations,  when 
interest  receivable  is  accrued  under  circum¬ 
stances  in  which  the  financed  small  business 
concern  is  in  default  to  licensee  over  6 
months,  or  the  fair  value  of  the  loan  or  debt 
security  as  determined  in  good  faith  by  the 
Board  of  Directors  is  less  than  cost,  or  re¬ 
covery  thereon  is  doubtful,  an  addition  to  the 
allowance  for  uncollectible  Interest  receivable 
6hould  be  made  in  an  amount  equivalent  to 
the  accrual  of  interest  receivable,  or,  as  an 
alternative,  the  Interest  income  should  be 
deferred  in  this  account  as  above  indicated. 

Note  2:  Deferred  gain  in  this  account  will 
be  transferred  to  appropriate  gain  accounts 
as  it  is  realized. 

390  Other  liabilities. 

This  acoount  will  represent  the  amount  of 
liabilities  of  the  company  not  specifically 
provided  for  in  other  accounts. 

Debit: 

(a)  With  amount  of  such  liabilities  paid 
or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  liabilities  in¬ 
curred. 

capitai,  accounts 

400-404  - capital  stocK 

(Type  and  class) 

authorized. 

These  accounts  will  represent  the  total  par 
or  stated  value  of  the  capital  stock  author¬ 
ized,  as  provided  for  in  the  company’s  char¬ 
ter.  A  separate  account  should  be  provided 
for  each  type  and  class  of  capital  stock  au¬ 
thorized. 

Debit: 

(a)  With  amount  of  reductions  of  such 
capital  stock  authorized. 

Credit: 

(a)  With  original  amount  of  such  capital 
stock  authorized. 

(b)  With  additional  amounts  of  such  capi¬ 
tal  stock  authorized. 

(See  accounts  Nos.  405-409  and  "Note”  of 
of  accounts  Nos.  415-419) 

405-409  - unissued 

(Type  and  class) 

capital  stock. 

These  accounts  will  represent  the  total  par 
or  stated  value  of  unissued  capital  stock  of 
the  company.  A  separate  account  should  be 
provided  for  each  type  and  class  of  unissued 
capital  stock. 


Debit: 

(a)  With  original  amount  of  such  un¬ 
issued  capital  stock,  as  provided  for  in  the 
company’s  charter. 

(b)  With  additional  amounts  of  such  un¬ 
issued  capital  stock  authorized. 

(c)  With  par  or  stated  value  of  capital 
stock  retired. 

Credit: 

(a)  With  amount  of  such  capital  stock 
issued  (contra  debit  will  be  made  to  ac¬ 
counts  Nos.  410-411) . 

(b)  With  amount  of  reductions  of  capital 
stock  authorized. 

(See  accounts  Nos.  400-404  and  “Note”  of 
accounts  Nos.  415-419) 

410-411  _ capital 

(Type  and  class) 
stock  subscribed. 

These  accounts  will  represent  the  total 
amount  at  the  subscription  price  of  the 
company’s  capital  stock  subscribed.  A  sep¬ 
arate  account  should  be  provided  for  each 
type  and  class  of  capital  stock  subscribed. 
These  accounts  will  reflect  the  company’s 
responsibility  to  issue  shares  of  its  stock 
to  subscribers  who  have  made  final  payment 
of  their  capital  stock  subscriptions. 

Debit: 

(a)  With  amount  at  the  subscription  price 
of  such  subscribed  capital  stock  issued  (con¬ 
tra  credits  will  be  made  to  accounts  Nos.  405- 
409  and,  as  appropriate,  No.  420) . 

(b)  With  amount  at  the  subscription  price 
of  such  subscribed  capital  stock  canceled 
or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  at  the  subscription  price 
of  such  capital  stock  subscribed. 

(See  accounts  Nos.  413-414  and  “Note”  of 
accounts  Nos.  415-419) 

413-414  Capital  stock  subscriptions  re¬ 
ceivable — _ 

(Type  and  class) 

These  accounts  will  represent  the  total 
unpaid  balances  of  capital  stock  subscrip¬ 
tions  receivable  from  subscribers  of  the  com¬ 
pany’s  authorized  capital  stock.  A  separate 
subscriptions  receivable  account  should  be 
provided  for  each  type  and  class  of  capital 
stock  subscribed. 

Debit: 

(a)  With  amount  of  such  capital  stock 
subscriptions  received. 

Credit: 

(a)  With  amount  collected  on  such  capital 
stock  subscriptions. 

(b)  With  amount  of  such  capital  stock 
subscriptions  canceled  or  disposed  of  other¬ 
wise. 

(See  accounts  Nos.  410-411  and  “Note”  of 
accounts  Nos.  415-419) 

415-419  Treasury  stock _ _ 

(Type  and  class) 

These  accounts  will  represent  the  total 
amount  of  the  company’s  issued  capital  stock 
which  has  been  reacquired  through  purchase 
or  donation  and  has  not  been  retired.  A 
separate  account  should  be  provided  for  each 
type  and  class  of  such  capital  stock  held  by 
the  company. 

Debit: 

(a)  With  cost  of  such  capital  stock  ac¬ 
quired  through  purchase. 

(b)  With  amount  of  fair  market  value  or 
par  value  of  such  capital  stock  acquired 
through  donation  (contra  credit  will  be  made 
to  account  No.  420). 

Credit: 

(a)  With  cost  of  such  capital  stock  ac¬ 
quired  through  purchase,  when  sold  or  dis¬ 
posed  of  otherwise. 


(b)  With  amount  of  fair  market  value  or 
par  value  of  such  capital  stock  acquired 
through  donation,  when  sold  or  disposed  of 
otherwise. 

Note:  Appropriate  subsidiary  records 
should  be  maintained  as  deemed  necessary. 
420  Paid-in  surplus. 

This  account  will  represent  the  amount  of 
surplus  arising  from  (1)  sales  initially  of 
the  company’s  capital  stock  at  a  price  in  ex¬ 
cess  of  par  value  (including  amounts  trans¬ 
ferred  from  capital  stock  subscribed  at  a  price 
above  par,  when  shares  are  issued);  (2) 
donations  to  the  company  of  its  Issued  cap¬ 
ital  stock  carried  as  treasury  stock  at  fair 
market  value  or  par  value;  (3)  retirements  of 
capital  stock  purchased  at  less  than  the  par 
value  thereof;  (4)  sales  of  treasury  stock  in 
excess  of  its  carrying  value  on  the  books  of 
the  company;  (5)  donations  or  gifts  to  the 
company  of  assets  carried  at  not  in  excess 
of  fair  market  value;  and  (6)  other  equity 
transactions  with  stockholders. 

Debit: 

(a)  With  amount  of  loss  on  treasury  stock 
sold  which  was  acquired  through  purchase, 
but  not  to  exceed  the  total  of  credits  resid¬ 
ing  in  this  account  relating  to  previous  gains 
on  treasury  stock  sold  or  retirement  of  capi¬ 
tal  stock  at  amounts  less  than  the  amounts 
previously  paid  in  with  respect  thereto  (any 
amount  of  loss  in  excess  of  the  total  of  such 
credits  will  be  charged  to  account  No.  451). 

(b)  With  amount  received  by  the  company 
below  fair  market  value,  or  par  value,  which¬ 
ever  applicable,  for  treasury  stock  sold  which 
was  acquired  through  donation. 

(c)  With  amount  paid  by  the  company  in 
excess  of  par  value,  but  not  to  exceed  the 
premium  received  Initially,  for  shares  of  capi¬ 
tal  stock  retired  (any  amount  paid  in  excess 
of  par  plus  initial  premium  received  will  be 
charged  to  account  No.  451) . 

Credit: 

(a)  With  amount  paid  in  (including  stock 
dividends  from  undistributed  earnings),  or 
transferred  from  capital  stock  subscribed, 
representing  the  excess  after  deduction  of 
underwriters’  fees  and  commissions)  over  par 
value  of  the  company’s  capital  stock,  when 
shares  are  issued. 

(b)  With  amount  of  fair  value  or  par  value 
of  the  company’s  capital  stock  acquired 
through  donation. 

(c)  With  amount  of  discount  below  par 
value  of  the  company’s  capital  stock  acquired 
through  purchases,  when  such  stock  is  re¬ 
tired. 

(d)  With  amount  received  by  the  com¬ 
pany  in  excess  of  cost,  or  in  excess  of  fair 
value  or  par  value,  whichever  applicable,  for 
treasury  stock  sold. 

(e)  With  amount  not  to  exceed  fair  market 
value  of  donations  or  gifts  of  assets  to  the 
company. 

430  3  percent  Cumulative  preferred  stock 
( Issued  to  SBA) . 

This  account  will  be  used  by  301(d) 
licensees  only  and  will  represent  the  prefer¬ 
red  stock  sold  to  the  Small  Business  Adminis¬ 
tration  at  its  par  value  by  the  licensee.  Such 
stock  is  not  included  in  capital  stock  ac¬ 
counts  Nos.  400-414  because  such  stock  is 
not  considered  private  capital  for  leverage  or 
regulatory  purposes. 

Debit: 

(a)  Such  account  with  the  par  value  of 
preferred  stock  repurchased  by  the  licensee. 
Credit: 

(a)  Such  account  with  the  par  value  of 
preferred  stock  sold  to  SBA  by  the  licensee. 

440  Unrealized  appreciation  on  loans  and 
investments. 

This  Is  a  credit  balance  aooount  and  will 
represent  the  amount  by  which  the  licensee’s 
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Board  of  Directors  has  valued  loans  and  in¬ 
vestments  above  cost  of  such  securities. 

Debit: 

(a)  With  decrease  in  amount  of  apprecia¬ 
tion  resulting  from  decline  In  fair  value  of 
securities  held. 

(b)  With  amount  of  appreciation  attribut¬ 
able  to  securities  sold  or  disposed  of  other¬ 
wise. 

Credit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increase  in  such  ap¬ 
preciation  recognized. 

(See  accounts  Nos.  171,  186,  192,  195,  198, 
205, 211  and  222) 

445  Unrealized  depreciation  on  loans  and 
investments. 

This  Is  a  debit  balance  account  and  will 
represent  the  amount  by  which  the  licensee’s 
Board  of  Directors  has  valued  loans  and 
Investments  below  cost  of  such  securities. 
Debit: 

(a)  With  amount  of  “depreciation”  of 
loans  and  investments  recognized. 

(b)  With  amount  of  Increase  in  such  de¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  in  the  amount  of  de¬ 
preciation  resulting  from  increase  in  fair 
value  of  securities  held. 

(b)  With  amount  of  depreciation  attrib¬ 
utable  to  securities  sold  or  disposed  of  other¬ 
wise. 

(See  accounts  Nos.  172,  187,  193,  196,  199, 
203,  206,212  and  223) 

448  Estimated  taxes  on  net  unrealized 
gain  (loss)  on  securities  held. 

This  is  a  debit  balance  account  that  will 
represent  the  provision  for  income  taxes  on 
net  unrealized  appreciation  (amount  by 
which  the  Board  of  Directors  valuation  of  all 
securities  exceeds  cost) .  As  the  valuation  of 
securities  changes,  the  provision  for  taxes 
will  change. 

Debit: 

(a)  With  provisions  for  taxes  established 
on  net  unrealized  gain. 

(b)  With  increases  in  provision  for  taxes. 

-  Credit: 

(a)  With  established  provision  for  taxes 
attributable  to  securities  sold  or  disposed  of 
otherwise. 

(b)  With  decrease  in  provision  estab¬ 
lished. 

Note:  Should  the  net  amount  (unrealized 
appreciation  less  unrealized  depreciation)  be 
a  negative  figure,  (i.e.,  a  net  loss)  the  tax 
effect  should  be  computed  and  reflected  in 
the  accounts. 

(See  account  Nos.  231  and  380) 

450  Non-cash  gains  on  sale  of  securities. 
This  is  a  credit  balance  account  and  rep¬ 
resents  gains  realized  on  sale  of  securities 
that  have  not  been  converted  to  cash.  While 
considered  to  be  undistributed  earnings, 
amounts  in  this  account  will  not  be  avail¬ 
able  for  distribution  or  capitalized  by  corpo¬ 
rate  action.  Therefore,  such  amounts  are  con¬ 
sidered  restricted  undistributed  earnings 
realized. 

Debit: 

(a)  With  amount  of  cash  collected  of  such 
non-cash  gains  previously  recognized. 

(b)  With  amount  of  non-cash  gains  writ¬ 
ten  off  or  disposed  of  otherwise. 

Credit: 

(a)  With  amounts  of  non-cash  gain  when 
the  securities  generating  such  gain  are  sold. 


Note:  It  is  recommended  that  Individual 
records  be  maintained  for  each  non-cash 
gain  realized. 

(See  accounts  Nos.  462,  220,  579,  and  709) 
451  Undistributed  net  realized  earnings. 

This  is  a  credit  balance  account  and  rep¬ 
resents  the  cumulative  balance  of  periodic 
net  investment  income  Including  realized 
gain  (loss)  on  securities  sold,  less  dividend 
distributions  whether  cash,  stock  or  divi¬ 
dends  In  kind.  Non-cash  gains  on  sale  of 
securities  are  included  in  account  No.  450. 
Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
any  debit  balance  in  account  No.  460  re¬ 
flected  in  the  profit  and  loss  summary  ac¬ 
count,  and/or  the  realized  gain  and  loss 
summary  account,  No.  461. 

(b)  With  amount  of  dividends,  other  than 
stock  dividends,  declared  payable  out  of  un¬ 
distributed  net  realized  earnings  by  the  com¬ 
pany’s  Board  of  Directors. 

(c)  With  amount  of  stock  dividends,  at 
a  per  share  value  representing  the  higher 
of  fair  value  existing  at  the  time  that  the 
dividend  is  declared,  which  are  declared  by 
the  company’s  Board  of  Directors  and  paid 
out  of  undistributed  net  realized  earnings. 

(d)  With  appropriate  amount  of  loss  on 
treasury  stock  sold  which  was  acquired 
through  purchase,  representing  the  excess 
of  such  loss  over  the  total  of  credits  residing 
in  paid-in  surplus,  account  No.  420,  relating 
to  previous  gains  on  treasury  stock  sold  or 
retirement  of  capital  stock  at  amounts  less 
than  the  amounts  previously  paid  in  with 
respect  thereto. 

(e)  With  appropriate  amount  paid  by  the 
company  in  excess  of  par  plus  Initial  pre¬ 
mium  received  on  the  type  and  class  of  shares 
of  capital  stock  retired. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
credit  balances  of  the  profit  and  loss  sum¬ 
mary  account,  No.  460  and  the  realized  gain 
and  loss  summary  account.  No.  461. 

(See  account  Nos.  450,  460,  461  and  462) 

460  Profit  and  loss  summary. 

This  account  will  be  used  as  a  clearing 
account  through  which  all  income  and  ex¬ 
pense  accounts  on  the  books  of  the  company 
will  be  closed. 

Debit : 

(a)  At  the  end  of  the  fiscal  yea r,  with  the 
debit  balances  of  all  expense  and  Income 
accounts. 

(b)  At  the  end  of  the  fiscal  year,  with 
the  credit  balance  of  the  account  (trans¬ 
fer  to  undistributed  net  realized  earnings — 
account  No.  451). 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  credit  balances  of  al  income  and  expense 
accounts. 

(b)  At  the  end  of  the  fiscal  year,  with 
the  debit  balance  of  the  account  (transfer 
to  undistributed  net  realized  earnings — 
account  No.  451). 

(See  account  No.  451) 

461  Realized  gain  and  loss  summary — in 
cash. 

This  account  will  be  used  as  a  clearing  ac¬ 
count  through  which  all  accounts  for  realized 
gains  and  losses  on  investments  on  the  books 
of  the  company  will  be  closed. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balances  of  all  accounts  for  losses  on  invest¬ 
ments. 

(b)  At  the  end  of  the  fiscal  year,  with  the 
credit  balance  of  the  account  (transfer  to 
retained  earnings) . 


Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balances  of  all  accounts  for  gains  on  invest¬ 
ments. 

(b)  At  the  end  of  the  fiscal  year,  with  the 
debit  balance  of  the  account  (transfer  to 
retained  earnings). 

(See  account  No.  461) 

462  Non-cash  realized  gain  summary. 

This  account  will  be  used  as  a  clearing 
account  through  which  all  accounts  for  non¬ 
cash  realized  gains  on  Investments  on  the 
books  of  the  company  will  be  closed. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
credit  balance  of  the  account  (transfer  to 
non-cash  gains  on  sale  of  securities) — ac¬ 
count  No.  450. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
amounts  of  non-cash  gains  on  investments 
sold  during  the  period  and  recognized  in  ac¬ 
counts  572  through  579. 

(See  account  Nos.  450  and  461) 

INCOME  ACCOUNTS 

500  Commitment  income. 

This  account  will  represent  the  amount  of 
Income  earned  on  commitments  to  small 
business  concerns  for  loans  and  equity  securi¬ 
ties.  This  account,  on  the  books  of  the  “par¬ 
ticipating”  company,  will  include  the  amount 
of  commitment  Income  on  deferred  participa¬ 
tions. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and  loss 
summary) . 

Credit: 

(a)  With  amount  of  income  earned  on  com¬ 
mitments  and  deferred  participations. 

Note  1:  A  deferred  participation  is  de¬ 
fined  as  a  commitment  under  a  participation 
agreement  whereby  the  “participating”  com¬ 
pany  will  make  funds  available  on  a  deferred 
basis  to  the  “initiating”  company  in  connec¬ 
tion  with  the  latter’s  financing  of,  or  com¬ 
mitment  to  finance,  a  small  business  con¬ 
cern,  or  in  connection  with  an  “Initiating” 
small  business  investment  company’s  acquisi¬ 
tion  of  loans  or  equity  securities  from  other 
such  companies. 

Note  2:  Recording  as  income  in  this  ac¬ 
count  of  accrued  commitment  fees  receivable 
should  be  discontinued  with  respect  to  any 
small  business  concern  which  is  in  bank¬ 
ruptcy,  or  on  the  verge  thereof,  or  other¬ 
wise  considered  to  be  insolvent.  The  amounts 
in  question  should  be  credited  as  deferred 
Income  in  account  No.  383 — Other  deferred 
credits,  pending  determination  of  the  appro¬ 
priate  accounting.  In  less  serious  situations, 
when  the  small  business  concern  or  the  fair 
value  of  its  debt  or  equity  instrument  held 
by  the  company,  as  determined  by  the  Board 
of  Directors,  is  less  than  cost,  or  recovery 
thereon  is  doubtful,  an  addition  to  the  allow¬ 
ance  fox  uncollectible  notes  and  accounts 
receivable  should  be  made  in  an  amount 
equivalent  to  the  accrued  commitment  fees 
taken  into  income  in  this  account,  or,  as  an 
alternative,  the  commitment  income  should 
be  deferred  in  account  No.  383  as  above 
indicated. 

(See  account  Nos.  141, 142) 

510  Interest  on  invested  idle  funds. 

This  account  will  represent  the  amount  of 
interest  earned  on  (1)  time  certificates  of 
deposit  in  banks  which  are  members  of  the 
Federal  Deposit  Insurance  Corporation,  (2) 
U.S.  Government  obligations,  direct  and  fully 
guaranteed,  owned  by  the  company,  and  (3) 
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funds  of  the  company  in  insured  savings  ac¬ 
counts  in  institutions  the  accounts  of  which 
are  Insured  by  the  Federal  Savings  and  Loan 
Insurance  Corporation. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit : 

(a)  With  amount  of  interest  earned  on 
invested  idle  funds. 

(See  account  Nos.  130  through  137,  143  and 
144) 

612  Interest  on  loans. 

This  account  will  represent  the  amount  of 
interest  earned  on  loans  to  small  business 
concerns. 

Debit : 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  interest  earned  on 
loans  outstanding  to  small  business  concerns. 

Note:  Accrual  of  interest  receivable  should 
be  discontinued  with  respect  to  any  loan  to 
a  small  business  concern  which  is  in  bank¬ 
ruptcy,  or  on  the  verge  thereof,  or  otherwise 
considered  to  be  insolvent.  Any  interest  pay¬ 
ments  received  from  such  a  debtor  should 
not  be  credited  to  this  account  as  interest 
income,  but  should  be  either  credited  as  pay¬ 
ments  on  principal  of  the  debt  or  credited  as 
deferred  income  in  account  No.  383 — Other 
deferred  credits,  pending  determination  of 
the  appropriate  accounting.  In  less  serious 
situations,  when  Interest  receivable  is  ac¬ 
crued  under  circumstances  in  which  the 
financed  small  business  concern  is  in  default 
to  the  licensee,  or  the  fair  value  of  the  loan 
as  determined  in  good  faith  by  the  Board  of 
Directors  is  less  than  cost  or  recovery  there¬ 
on  is  doubtful,  an  addition  to  the  allowance 
for  uncollectible  interest  receivable  should 
be  made  in  an  amount  equivalent  to  the 
accrued  interest  receivable  taken  into  In¬ 
come  in  this  account,  or,  as  an  alternative, 
the  interest  income  should  be  deferred  in  ac¬ 
count  No.  383  as  above  indicated. 

(See  accounts  Nos.  143, 144, 170  and  173.) 

616  Interest  on  debt  securities. 

This  account  will  represent  the  amount  of 
Interest  earned  on  debt  securities  of  small 
business  concerns  owned  by  the  company 
pursuant  to  section  304  of  the  Small  Busi¬ 
ness  Investment  Act  of  1958,  as  amended. 
Debit: 

(a)  At  the  end  of  the  fiscal  year  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  interest  earned  on 
debt  securities  owned. 

Note:  Accrual  of  Interest  receivable  should 
be  discontinued  with  respect  to  any  debt  se¬ 
curity  of  a  small  business  concern  which  is 
in  bankruptcy,  or  on  the  verge  thereof,  or 
otherwise  considered  to  be  Insolvent.  Any  in¬ 
terest  payments  received  from  such  a  debtor 
should  not  be  credited  to  this  account  as  in¬ 
terest  Income,  but  should  be  either  credited 
as  payments  on  principal  of  the  debt  or  cred¬ 
ited  as  deferred  income  in  account  No.  383 — 
Other  deferred  credits,  pending  determina¬ 
tion  of  the  appropriate  accounting.  In  less 
serious  situations,  when  interest  receivable 
is  accrued  under  circumstances  in  which  the 
financed  small  business  concern  is  in  default 
to  the  licensee,  or  the  fair  value  of  the  debt 
security  as  determined  in  good  faith  by  the 
Board  of  Directors  is  less  than  cost,  or  re¬ 
covery  thereon  is  doubtful,  an  addition  to 
the  allowance  for  uncollectable  Interest  re¬ 
ceivable  should  be  made  in  an  amount  equiv  ¬ 
alent  to  the  accrued  Interest  receivable 


taken  into  Income  in  this  account,  or,  as  an 
alternative,  the  Interest  Income  should  be 
deferred  in  account  No.  383  as  above  indi¬ 
cated. 

(See  accounts  Nos.  143,  144,  180,  184  and 
188) 

520  Interest  income — other 

This  account  will  represent  the  amount  of 
interest  earned  on  miscellaneous  notes  re¬ 
ceivable,  funds  in  escrow,  and  interest-bear¬ 
ing  receivables  not  otherwise  classified. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  interest  earned  on 
such  receivables. 

(See  accounts  Nos.  140, 143  and  267) 

432  Management  service  fees. 

This  account  will  represent  the  amount  of 
fees  charged  for  management  services  ren¬ 
dered  to  small  business  concerns  and  other 
small  business  Investment  companies  pur¬ 
suant  to  section  107.601  of  the  Small  Busi¬ 
ness  Administration  Rules  and  Regulations. 
Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  such  fees  charged. 
Note:  Recording  as  income  in  this  account 
of  accrued  management  service  fees  receiv¬ 
able  should  be  discontinued  with  respect  to 
any  small  business  concern  which  is  in  bank¬ 
ruptcy,  or  on  the  verge  thereof,  or  otherwise 
considered  to  be  insolvent.  The  amounts  in 
question  should  be  credited  as  deferred  in¬ 
come  in  account  No.  383 — Other  deferred 
credits,  pending  determination  of  the  appro¬ 
priate  accounting.  In  less  serious  situations, 
when  the  fair  value  of  the  financed  con¬ 
cern’s  debt  or  equity  instruments  held  by  the 
company,  as  determined  by  the  Board  of 
Directors,  is  less  than  cost,  or  recovery  there¬ 
on  is  doubtful,  an  addition  to  the  allowance 
for  uncollectible  notes  and  account  receiv¬ 
able  should  be  made  in  an  amount  equiva¬ 
lent  to  the  accrued  management  consulting 
service  fees  taken  into  income  in  this  ac¬ 
count,  or,  as  an  alternative,  the  management 
consulting  service  Income  should  be  defer¬ 
red  in  account  No.  383  as  above  indicated. 

(See  accounts  Noe.  140,  141  and  142) 

534  Investigation  and  service  fees  charged 
other  lenders. 

This  account  will  represent  the  amount 
of  fees  charged  for  investigation  and  serv¬ 
ices  rendered  to  banks  or  other  lenders  or 
investors,  pursuant  to  section  308(a)  of  the 
Small  Business  Investment  Act  of  1968,  as 
amended.  The  account  will  Include  compen¬ 
sation  for  financial  services  rendered  in  con¬ 
nection  with  participations  sold. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

Credit: 

(a)  With  amount  of  such  fees  charged. 

(See  accounts  Nos.  140,  141  and  142) 

536  Application  and  appraisal  fees. 

This  account  will  represent  the  amount  of 
fees  charged  for  application,  appraisal,  in¬ 
vestigation,  and  related  services  rendered  to 
small  business  concerns. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

Credit: 

(a)  With  amount  of  such  fees  charged. 

(See  accounts  Nos.  173  and  188  and  “Note” 
of  accounts  Nos.  140,  141,  and  632) 


540  Dividends  on  capital  stock  of  SBCs. 

This  account  will  represent  the  amount  of 
income  from  dividends  on  capital  stock  of 
small  business  concerns. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  income  from  such 
dividends. 

(See  account  No.  145) 

541  Sharings  in  income  or  revenue  of 
SBCs. 

This  account  will  represent  the  amount  of 
sharings  or  participations  in  the  income  or 
revenue  of  small  business  concerns  which  the 
company  has  financed  by  means  of  loans  or 
debt  securities,  as  well  as  Income  from  equity 
interest  in  unincorporated  concerns. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) 

Credit: 

(a)  With  amount  of  such  sharings. 

(See  account  Nos.  140,  141  and  146) 

570  Gain  on  UJS.  Government  securities. 

This  account  will  represent  the  amount  of 
gain  on  the  sale  or  other  disposition  of  U.S. 
Oovernment  obligations,  direct  and  fully 
guaranteed,  carried  in  account  No.  130. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  securi¬ 
ties  sold  or  disposed  of  otherwise. 

Note:  Increase  in  value  over  co6t  of  United 
States  Treasury  bills,  which  are  Issued  at  a 
discount  and  are  noninterest  bearing,  will 
not  be  reflected  in  this  account  but  will  be 
credited  to  account  No.  610 — Interest  on  in¬ 
vested  idle  funds,  with  concurrent  debit  to 
account  No.  143 — Accrued  interest  receiv¬ 
able. 

571  Gain  on  loans. 

This  account  will  represent  the  amount 
of  gain  on  the  sale  or  other  disposition  of 
loans  of  small  business  concerns  carried  in 
account  No.  170,  and  will  include  recoveries 
on  loan  losses  previously  charged  to  the  loss 
account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account 
461  or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  loans 
sold  or  disposed  of  otherwise. 

(b)  With  amount  collected  on  portions 
of  loens  previously  charged  to  the  loss  ac¬ 
count. 

(See  accounts  Nos.  383  and  701) 

572  Gain  on  debt  securities 

This  account  will  represent  the  amount  of 
gain  on  the  sale  or  other  disposition  of  debt 
securities  of  small  business  concerns  carried 
in  accounts  Nos.  180  and  184,  and  will  In¬ 
clude  recoveries  on  debt  security  losses  pre¬ 
viously  charged  to  the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  debt 
securities  sold  or  disposed  of  otherwise. 

(b)  With  amount  collected  on  portions 
of  debt  securities  previously  charged  to  the 
loss  account. 

(See  accounts  Nos.  383  and  702) 

674  Gain  on  capital  stock  of  SBCs 
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This  account  will  represent  the  amount  of 
gain  on  the  sale  or  other  disposition  of  capi¬ 
tal  stock  of  small  business  concerns  carried 
in  accounts  Nos.  190  and  191,  and  will  in¬ 
clude  recoveries  on  capital  stock  losses  pre¬ 
viously  charged  to  the  loss  account. 

Debit:  f 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462) . 

Credit: 

(a)  With  amount  of  gain  on  such  capital 
stock  sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  capital  stock 
of  SBCs  previously  charged  to  the  loss  ac¬ 
count. 

(See  accounts  Nos.  383  and  704) 

575  Gain  on  equity  interest  of  unincorpo¬ 
rated  concerns. 

This  account  will  represent  the  amount  of 
gain  on  the  sale  or  other  disposition  of 
equity  interests  of  unincorporated  concerns 
carried  in  account  194  and  will  include  re¬ 
coveries  of  losses  on  equity  interests  of  un¬ 
incorporated  concerns  previously  charged  to 
the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461  or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  equity 
interests  add  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  equity  in¬ 
terests  previously  charged  to  the  loss  ac¬ 
count. 

(See  accounts  Nos.  383  and  705) 

676  Gain  on  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs. 

This  account  will  represent  the  amount  of 
gain  on  the  sale  or  other  disposition  of  war¬ 
rants,  options,  and  other  stock  rights  ac¬ 
quired  from  SBCs,  and  will  include  recoveries 
on  stock  rights  losses  previously  charged  to 
the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  war¬ 
rants,  options,  and  other  stock  rights  ac¬ 
quired  from  SBCs  sold  or  disposed  of  other¬ 
wise. 

(b)  With  amount  realized  on  warrants, 
options,  and  other  stock  rights  previously 
charged  to  the  loss  account. 

(See  accounts  Nos.  197,  383,  706,  and 
memorandum  record  No.  NA-10) 

577  Gain  on  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities. 

This  account  will  represent  the  amount  of 
gain  on  the  sale  or  other  disposition  of  as¬ 
sets  acquired  in  liquidation  of  portfolio  se¬ 
curities  of  small  business  concerns  carried  in 
accounts  Nos.  200,  and  204,  and  will  include 
recoveries  on  losses  on  assets  acquired  in 
liquidation  previously  charged  to  the  loss 
account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462) 

Credit: 

(a)  With  amount  of  gain  on  such  assets 
acquired  in  liquidation  of  portfolio  securi¬ 
ties  sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  assets  ac¬ 
quired  in  liquidation  of  portfolio  securities 
previously  charged  to  the  loss' account. 

(See  accounts  Nos.  383  and  707) 

578  Gain  on  Operating  Concerns  Ac¬ 
quired. 

This  account  will  represent  the  amount  of 
gain  in  the  sale  or  other  disposition  of  in¬ 


vestments  in  operating  concerns  acquired 
and  will  include  recoveries  on  losses  previ¬ 
ously  charged  to  the  related  loss  account. 
Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462) . 

Credit: 

(a)  With  amount  of  gain  on  such  assets 
sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  other  assets 
previously  charged  to  the  loss  account. 

(See  accounts  Nos.  210,  221,  383,  and  708) 
679  Gain  on  other  assets. 

This  account  will  represent  the  amount 
of  gain  on  the  sale  or  other  disposition  of 
assets  not  specifically  provided  for  in  other 
accounts,  and  will  include  recoveries  on 
losses  on  other  assets  previously  charged  to 
the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461  or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  assets 
sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  other  as¬ 
sets  previously  charged  to  the  loss  account. 

(See  accounts  Nos.  220,  221,  383  and  709) 
582  Income  from  assets  acquired  in  liq¬ 
uidation  of  portfolio  securities. 

This  account  will  represent  the  amount  of 
income  earned  on  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities,  including  the 
operation  of  properties,  carried  in  accounts 
Nos.  200,  204. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  profit 
and  loss  summary) . 

Credit: 

(a)  With  amount  of  such  income  earned. 
Note:  In  Instances  when  a  liquidating 
agent  is  employed  to  supervise  the  disposi¬ 
tion  of  the  assets,  appropriate  subsidiary 
accounts  should  be  maintained  by  the  agent. 
Cash  collected  from  the  sale  of  assets  by 
the  liquidating  agent  should  be  remitted 
immediately  to  the  company.  The  company 
should  maintain  a  local  depository  bank 
account,  in  which  all  receipts  of  the  agent 
are  deposited  when  direct  remittances  to  the 
company  are  not  feasible.  Deposit  balances 
in  this  account  should  be  subject  to  with¬ 
drawal  by  check  only  by  the  company  and 
should  be  reflected  on  the  company's  records 
in  the  same  manner  as  other  bank  accounts. 

Any  advances  to  a  liquidating  agent  for 
expenses  incident  to  the  operation  or  the 
disposition  of  assets  acquired  in  the  liquida¬ 
tion  of  portfolio  securities  should  be  charged 
to  account  No.  230 — Prepaid  expenses. 

584.  Other  income. 

This  account  will  represent  the  income 
earned  not  specifically  provided  for  in  other 
accounts. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

Credit: 

(a)  With  amount  of  such  Income  earned. 
EXPENSE  ACCOUNTS 

600  Commitment  expense. 

This  account  will  represent  the  amount  of 
commitment  expense  on  commitments  from 
lending  institutions. 

On  the  books  of  the  “Initiating”  company, 
this  account  also  will  Include  the  amount  of 
commitment  expense  on  deferred  participa¬ 
tions. 


Debit: 

(a)  With  amount  of  expense  incurred  on 
commitments  and  deferred  participations. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Note:  A  deferred  participation  is  defined 
as  a  commitment  under  a  participation 
agreement  whereby  the  “participating”  com¬ 
pany  will  make  funds  available  on  a  deferred 
basis  to  the  “initiating”  company  in  connec¬ 
tion  with  the  latter’s  financing  of,  or  com¬ 
mitment  to  finance,  a  small  business  concern, 
or  in  connection  with  an  “initiating*’  small 
business  investment  company’s  acquisition 
or  loans  oy  equity  securities  from  other  such 
companies. 

(See  account  No.  340) 

610  Interest  on  obligations  payable  to 
SBA. 

This  account  will  represent  the  amount  of 
Interest  expense  accrued  on  obligations  pay¬ 
able  to  the  Small  Business  Administration  for 
funds  borrowed. 

Debit: 

(a)  With  amount  of  such  interest  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  y ear,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

(See  accounts  Nos.  300, 301  and  350) 

622  Interest  on  obligations  payable  to 
other  than  SBA. 

This  account  will  represent  the  amount  of 
interest  expense  accrued  on  obligations  pay¬ 
able  to  other  than  the  Small  Business  Ad¬ 
ministration  for  funds  borrowed. 

Debit: 

(a)  With  amount  of  such  interest  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  profit  and 
loss  summary) 

(See  accounts  Nos.  310,  311,  312,  313,  320 
and  350) 

642  Stock  record  and  other  financial  ex¬ 
penses. 

This  account  will  represent  the  amount  of 
charges  to  the  company  by  the  transfer  agent 
and  the  registrar  for  services  rendered  in  con¬ 
nection  with  the  issuance  and  transfer  of  the 
company’s  capital  stock,  and  will  Include 
other  financial  expenses  not  provided  for 
elsewhere. 

Debit: 

(a)  With  amount  of  such  expenses  in¬ 
curred. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

(See  account  No.  340) 

650-679  Operating  Expenses 

The  accounts  under  this  caption  will  repre¬ 
sent  the  amounts  of  operating  expenses  in¬ 
curred. 

Debit  appropriate  account: 

(a)  With  amount  of  operating  expenses 
incurred. 

Credit  appropriate  account: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

650  Advertising  and  promotional  costs. 
This  account  will  represent  the  cost  of 

advertising  and  promoting  the  company’s 
services,  including  the  cost  of  entertaining 
prospective  borrowers  and  clients. 

651  Appraisal  and  investigation  costs. 

This  account  will  represent  the  amount  of 
charges  made  by  outside  firms  and  Individ¬ 
uals  for  appraisal,  investigation,  and  related 
services  rendered  to  the  company. 
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652  Auditing  and  examination  costs. 

This  account  will  represent  the  amount 
of  charges  for  auditing,  examination,  and 
bookkeeping  services  rendered  by  account¬ 
ants  not  on  the  company’s  payroll,  and 
charges  for  services  rendered  by  SBA 
examiners. 

653  Communications. 

This  account  will  represent  telephone,  tele¬ 
graph,  and  postage  expense. 

664  Cost  of  space  occupied. 

This  account  will  represent  the  cost  of 
space  occupied  such  as  rent,  alterations,  light, 
heat,  power,  Janitor  service,  maintenance  and 
repair  expense  on  buildings,  furniture,  and 
equipment  (other  than  automobiles) ,  etc. 

655  Depreciation  of  corporate  premises 
owned,  furniture,  and  equipment. 

This  account  will  represent  the  amount 
of  provision  applicable  to  the  fiscal  year  for 
depreciation  of  the  buildings  and  other  de¬ 
preciable  improvements  of  corporate  premises 
owned  and  used  as  the  company’s  office 
quarters.  The  account  also  will  Include  the 
amount  of  provision  applicable  to  the  fiscal 
year  for  depreciation  of  furniture  and  equip¬ 
ment  (other  than  automobiles)  owned  by 
the  company. 

656  Amortization  of  leasehold  improve¬ 
ments. 

This  account  will  represent  the  amortiza¬ 
tion  of  leasehold  improvements. 

657  Directors’  and  stockholders’  meetings 
costs. 

This  account  will  represent  directors’  fees 
and  travel  expense  for  attendance  at  direc¬ 
tors’  and  stockholders’  meetings.  The  account 
also  will  include  the  cost  of  holding  stock¬ 
holders’  meetings,  such  as  rental  of  the  meet¬ 
ing  hall  and  related  expenses. 

658  Insurance. 

This  account  will  represent  fire,  theft,  em¬ 
ployee  group  life  insurance,  and  other  in¬ 
surance  expense,  including  fidelity  bond,  pre¬ 
miums  and  insurance  on  automobiles.  The 
portion,  if  any,  of  employee  group  life  in¬ 
surance  premiums  withheld  from  salaries 
or  received  from  employees  will  be  reflected 
in  account  No.  378.  Insurance  premiums  to 
be  amortized  will  be  charged  to  account  No. 
230. 

659  Management  services  fees. 

This  account  will  represent  the  amount  of 
charges  made  by  outside  firms  or  individuals 
for  management  services  provided  to  licensee 
pursuant  to  management  agreement  ap¬ 
proved  by  SBA. 

660  Investment  adviser  costs. 

This  account  will  represent  the  amount  of 
charges  made  by  outside  firms  and  individ¬ 
uals  for  furnishing  consultation  and  advice 
to  the  company  with  respect  to  the  desira¬ 
bility  of  investing  in,  purchasing,  or  selling 
loans,  debt  securities,  and  capital  stock  of 
small  business  concerns  and  other  property. 

661  Legal  services. 

This  account  will  represent  the  co6t  of  legal 
services  rendered  to  the  company. 

663  Salaries. 

This  account  will  Include  the  balances  in 
subaccounts  Nos.  663.1  and  663.2. 

663.1  Salaries  of  officers. 

This  account  will  represent  the  salary  co6t 
of  all  officers  of  the  company,  including  di¬ 
rectors*  salaries,  if  any,  but  not  directors’ 
fees  for  attendance  at  meetings. 

663.2  Salaries  of  employees. 

This  account  will  represent  the  salary  cost 
of  all  employees  other  than  officers,  lnclud- 
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ing  salaries  of  any  temporary  or  part-time 
employees  engaged  for  specific  assignments. 

664  Taxes,  excluding  income  taxes. 

This  account  will  represent  the  cost  of  all 
taxes.  Including  those  on  corporate  premises 
owned,  motor  vehicle,  and  personal  property, 
social  security  taxes  (company’s  portion), 
and  other  taxes  charged  to  the  company,  ex¬ 
clusive  of  income  taxes. 

665  Travel. 

This  account  will  represent  all  travel  ex¬ 
pense,  including  transportation  charges, 
automobile  maintenance,  operating  expense, 
and  depreciation  expense,  meals,  lodging, 
telephone,  telegraph,  and  other  company 
costs  incurred  by  officers  and  employees  while 
in  a  travel  status. 

670  Employee  benefits  expense. 

This  account  will  represent  the  cost  as¬ 
sumed  by  the  company  in  contributing  to 
funds  providing  for  employee  retirement 
benefits  and  other  types  of  employee  bene¬ 
fits,  except  group  life  insurance.  The  portion, 
if  any,  of  the  cost  of  employee  benefits  with¬ 
held  from  salaries  or  received  from  employees 
will  be  reflected  in  account  No.  378. 

672  Amortization  of  organization  expense. 

This  account  will  represent  the  amount  of 
legal  fees,  promotional  expense,  stock  cer¬ 
tificate  costs,  Incorporation  fees,  taxes  and 
other  related  costs  incurred  in  organizing 
the  company,  which  are  charged  to  expense 
(this  account)  as  incurred  or  are  transferred 
to  this  account  periodically  through  the 
amortization  of  organization  eosts  estab¬ 
lished  as  an  asset  In  account  No.  266. 

679  Miscellaneous  operating  expenses. 

This  account  will  represent  the  amount  of 
operating  expenses  not  specifically  provided 
for  in  other  accounts.  There  will  be  included 
expenses  Incurred  in  connection  with  dues, 
subscriptions,  donations,  and  similar  items; 
charges  made  to  the  company  for  custodial 
or  safekeeping  services  in  connection  with  its 
portfolio  securities;  and  bank  service  charges, 
exchange  on  checks,  protest  fees,  etc.,  and 
the  oo6t  of  office  supplies  such  as  stationery, 
accounting  forms,  binders,  pencils,  etc. 

680  Estimated  losses  on  receivables. 

This  account  will  represent  the  amount  of 
estimated  losses  applicable  to  the  fiscal  year 
on  notes  and  accounts  receivable,  and  inter¬ 
est  receivable. 

Debit : 

(a)  With  amount  of  such  estimated  losses 
incurred. 

Credit : 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

700  Loss  on  VS.  Government  securities. 

This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of 
United  States  Government  obligations,  di¬ 
rect  and  fully  guaranteed,  carried  in  account 
No.  130-135. 

Debit: 

(a)  With  amount  of  loss  on  such  securities 
sold  or  disposed  of  otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  460 
or  462) 

(See  account  No.  670) 

701  Loss  on  loans. 

This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of  loans 
of  small  business  concerns  carried  in  account 
No.  170. 


Debit: 

(a)  With  amount  of  loss  on  such  loans 
written  down  or  sold  or  disposed  of  other¬ 
wise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  realized  gain 
and  loss  summary — account  No.  461). 

(See  account  No.  571) 

702  Loss  on  debt  securities. 

This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of  debt 
securities  of  small  business  concerns  carried 
in  accounts  Nos.  180  and  184. 

Debit: 

(a)  With  amount  of  loss  on  such  debt  se¬ 
curities  written  down  or  sold  or  disposed  of 
otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  realized  gain 
and  loss  summary — account  No.  461). 

(See  account  No.  672) 

704  Loss  on  capital  stock  of  SBCs. 

This  account  will  represent  the  amount  of 
loss  on  sale  or  other  disposition  of  capital 
stock  of  small  business  concerns  carried  in 
accounts  Nos.  190  and  191. 

Debt: 

(a)  With  amount  of  loss  on  such  capital 
stock  written  down  or  sold  or  disposed  of 
otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461) . 
(See  account  No.  574) 

705  Loss  on  equity  interest  of  unincorpo¬ 
rated  concern. 

This  account  will  represent  the  amount  of 
loss  resulting  from  sale  or  other  disposition 
of  equity  interests  of  unincorporated  con¬ 
cerns  carried  in  account  No.  194. 

Debit: 

(a)  With  amount  of  loss  on  such  equity 
interests  sold,  written  off,  or  disposed  of 
otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461) 
(See  account  No.  676) 

706  Loss  on  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs. 

This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of  war¬ 
rants,  options,  and  other  stock  rights  ac¬ 
quired  from  SBCs. 

Debit: 

(a)  With  amount  of  loss  on  such  warrants, 
options,  and  other  stock  rights  written  down 
or  sold  or  disposed  of  otherwise. 

Credit:  v 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 ) 
(See  accounts  Nos.  197,  676,  and  memoran¬ 
dum  record  No.  NA-10) 

707  Loss  on  assets  acquired  in  liquidation 
of  portfolio  securities. 

This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of  assets 
acquired  in  liquidation  of  portfolio  securities 
of  small  business  concerns  carried  in  account 
No.  200, 204. 

Debit: 

(a)  With  amount  of  loss  on  such  assets 
written  down  or  sold  or  disposed  of  otherwise. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461). 
(See  account  No.  677) 

708  Loss  on  Operating  Concerns  Acquired. 

This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of  invest¬ 
ments  in  operating  concerns  acquired. 
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Debit: 

(a)  With  amount  of  loss  on  such  assets 
sold  or  disposed  of  otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461) 
(See  account  No.  578) 

709  Loss  on  other  assets. 

This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of  assets 
not  specificially  provided  for  in  other 
accounts. 

Debit: 

(a)  With  amount  of  loss  on  such  assets 
sold  or  disposed  of  otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461) 
(See  account  No.  579) 

710  Expense  on  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities. 

This  account  will  represent  the  amount 
of  expense  Incurred  on  assets  acquired  in 
liquidation  of  portfolio  securities,  including 
the  operation  and  depreciation  of  properties, 
carried  in  account  No.  204.  The  account  also 
will  include  the  amount  of  interest  expense 
accrued  on  mortgages  payable  on  assets  ac¬ 
quired  in  liquidation  of  portfolio  securities. 
Debit: 

(a)  With  amount  of  such  expense  incurred. 
Credit:  (a)  At  the  end  of  the  fiscal  year, 
with  the  balance  of  account  (transfer  to 
profit  and  loss  summary — account  No.  460) 
Note:  In  instances  when  a  liquidating 
agent  is  employed  to  supervise  the  disposition 
of  the  assets,  appropriate  subsidiary  accounts 
should  be  maintained  by  the  agent. 

Cash  collected  from  the  sale  of  assets  by 
the  liquidating  agent  should  be  remitted 
immediately  to  the  company.  The  company 
should  maintain  a  local  depository  bank  ac¬ 
count,  in  which  all  receipts  of  the  agent  are 
deposited  when  direct  remittances  to  the 
company  are  not  feasible.  Deposit  balances 
in  this  account  should  be  subject  to  with¬ 
drawal  by  check  only  by  the  company  and 
should  be  reflected  on  the  company’s  records 
in  the  same  manner  as  other  bank  accounts. 

Any  advances  to  a  liquidating  agent  for 
expenses  incident  to  the  operation  of  or  in 
the  disposition  of  assets  acquired  in  the 
liquidation  of  loans  and  debt  securities 
should  be  charged  to  account  No.  230 — Pre¬ 
paid  expenses. 

715  Other  expenses. 

This  account  will  represent  the  amount  of 
nonoperating  expenses  not  specifically  pro¬ 
vided  for  in  other  accounts,  Including,  on  the 
books  of  the  ‘•participating”  company,  the 
amount  of  compensation  expense  for  financial 
services  received  from  “initiating”  companies 
in  connection  with  participations  purchased. 
Debit: 

(a)  With  amount  of  such  expenses 
incurred. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary — Account  No.  460) . 

(See  account  No.  340) 

720  Income  taxes — net  income. 

This  account  will  Include  the  balances  in 
subaccounts  Nos.  720.1,  720.2,  720.3,  etc. 

720.1  Federal  income  taxes — net  income. 

This  account  will  represent  the  amount 
of  Federal  income  taxes  applicable  to  net  in¬ 
come  for  the  current  fiscal  year. 

Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary — account  No.  460) . 

720.2  State  income  taxes — net  income. 


Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary — account  No.  460) . 

(See  subaccount  Nos.  354.1  and  354.2) 

722  Income  taxes — net  realized  gain  on 
investments. 

This  account  will  include  the  balances  in 
subaccounts  Nos.  722.1,  722.2,  722.3,  etc. 

722.1  Federal  income  taxes — net  realized 
gain  on  investments. 

This  account  will  represent  the  amount  of 
Federal  income  taxes  applicable  to  net  real¬ 
ized  gain  on  investments  for  the  current  fis¬ 
cal  year. 

Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  realized  gain 
and  loss  summary  account  461  or  462). 

(See  subaccount  No.  354.1) 

722.2  State  income  taxes — net  realized 
gain  on  investments. 

This  account  will  represent  the  amount  of 
State  income  taxes  applicable  to  net  realized 
gain  on  investments  for  the  current  fiscal 
year. 

Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  realized  gain 
and  loss  summary  account  No.  461  or  462) . 
(See  subaccount  No.  354.2) 

Memorandum  Records 

NOMINAL  ASSETS 

NA-10  Stock  purchase  warrants  or  options 
on  stock  of  SBCs. 

This  record  will  show  the  company’s 
ownership  of  detachable  stock  purchase  war¬ 
rants  or  options  on  stock  of  SBCs,  retained 
after  the  accompanying  financing  instru¬ 
ments  have  been  disposed  of,  for  which  no 
consideration  was  given  distinct  from  that 
surrendered  for  such  financing  instruments 
and  for  which  no  separate  cost  has  other¬ 
wise  been  determined. 

Each  such  detachable  stock  purchase  war¬ 
rant  or  option  certificate  should  be  entered 
in  this  record,  upon  detachment,  at  a  nom¬ 
inal  value  of  one  dollar  ($1.00.  Upon 
sale  of  such  a  detached  stock  purchase  war¬ 
rant  or  option,  upon  exercise  or  expiration 
of  rights  conveyed  by  such  a  detached  stock 
purchase  warrant  or  option,  or  upon  the 
determination  of  a  cost  to  be  recorded  for 
such  a  detached  stock  purchase  warrant  or 
option,  the  entry  establishing  such  certifi¬ 
cate  in  the  memorandum  records  is  to  be  dis¬ 
charged  through  an  equivalent  credit. 

Debit: 

(a)  With  nominal  value  of  such  detach¬ 
able  stock  purchase  warrants  or  options  upon 
their  detachment  from  capital  stock  certifi¬ 
cates  or  debt  securities. 

Credit: 

(a)  With  nominal  value  of  such  detached 
stock  purchase  warrants  or  options  upon 
exercise  or  expiration  of  rights  conveyed  by 
such  warrant  or  option  certificates. 

(b)  With  nominal  value  of  such  detached 
stock  purchase  warrants  or  options  sold  or 
disposed  of  otherwise. 

This  account  will  represent  the  amount 
of  State  income  taxes  applicable  to  net  in¬ 
come  for  the  current  fiscal  year. 

(c)  With  nominal  value  of  such  detached 
stock  purchase  warrants  or  options  for  which 
a  separate  cost  has  been  established. 

(See  accounts  Nos.  180,  190,  and  197) 


Contingent  Liabilities 
CL-15  Commitments  outstanding. 

This  record  will  Show  the  amount  of  fi¬ 
nancing  commitments  made  and  outstand¬ 
ing  to  small  business  concerns,  including 
commitments  for  loans  and  for  the  acquisi¬ 
tion  of  small  business  concerns’  capital  stock 
and  debt  securities.  This  record  also  will  show 
the  amount  of  deferred  participations.  A 
deferred  participation  is  defined  as  a  com¬ 
mitment  under  a  participation  agreement 
whereby  the  “participating”  company  will 
make  funds  available  on  a  deferred  basis  to 
the  “initiating”  company  in  connection  with 
the  latter’s  financing  of,  or  commitment  to 
finance,  a  small  business  concern,  or  in  con¬ 
nection  with  an  “initiating”  small  business 
investment  company’s  acquitision  of  loans 
or  equity  securities  from  other  such  com¬ 
panies.  When  funds  are  advanced  against 
commitments,  appropriate  entry  will  be  made 
in  this  record. 

CL-16  Guarantees  outstanding. 

This  record  will  show  the  amount  for  which 
the  company  is  contingently  liable  under 
guarantees  issued  to  lending  institutions  in 
connection  with  obligations  of  portfolio  con¬ 
cerns  under  notes,  debentures,  or  other 
evidences  of  indebtedness,  or  short-term  ad¬ 
vances  to  such  concerns. 

CL-17  Other  contingent  liabilities. 

This  record  will  show  the  amount  of  mis¬ 
cellaneous  contingent  obligations  not  other¬ 
wise  classified. 

OPTIONS  ON  COMPANY  STOCK 

OCS-1  Options  on  company’s  stock. 

This  record  will  show  details  of  outstand¬ 
ing  options  on  the  company’s  capital  stock 
granted  in  lieu  of  salary  or  in  payment  for 
services  actually  rendered  to  the  company. 
The  following  data  will  be  included: 

1.  Identification  of  person  or  entity  hold¬ 
ing  options. 

2.  Number  of  shares  optioned. 

3.  Type  and  class  of  stock  called  for  by 
options. 

4.  Dates  of  grant  and  of  expiration  of 
options. 

5.  Price  or  prices  at  which  options  exer¬ 
cisable,  with  dates  they  apply. 

6.  Fair  market  value,  per  share,  of  stock 
called  for  at  date  each  option  was  granted. 

7.  Price  of  each  option  as  percent  of  fair 
market  value  of  optioned  stock  at  date  option 
was  granted. 

8.  Provisions  for  termination  of  options  in 
case  of  death  or  retirement  of  optionees,  or 
other  circumstances. 

9.  Details  of  authorization,  shares  reserved 
for,  issuance,  exercise,  lapse,  and  forfeiture  of 
options  provided  for  under  the  company’s 
stock  option  plan. 

ACTUAL  LOSS  EXPERIENCE 

AL-1  Actual  ( realized )  losses. 

This  record  will  show  for  each  fiscal  year, 
and  also  accumulatively,  the  amount  of 
actual  (realized)  losses  incurred  through  dis¬ 
position,  writedown,  or  writeoff  of  loans  and 
investments.  Losses  shall  be  stated  in  total 
for  all  loans  and  investments  and  also  sep¬ 
arately  for  loans;  debt  securities:  capital 
stock  of  small  business  concerns;  warrants, 
options,  and  other  stock  rights  of  small 
business  concerns;  assets  acquired  in  liquida¬ 
tion  of  loan  and  debt  securities;  and  amounts 
due  from  debtors  on  sale  of  assets  acquired 
in  liquidation  of  loans  and  debt  securities. 
Losses  realized  shall  be  determined  in  rela¬ 
tion  to  cost  of  the  assets  involved  without 
regard  to  the  existence  or  nonexistence  of 
related  allowances  for  losses. 
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